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increasing standards all areas business activity. must plan for these future 
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FREDERICK KAPPEL 


Mr. Kappel Chairman the Board the Amer- 
ican Telephone and Telegraph Company. grad- 
uate the University Minnesota, has re- 
ceived the honorary doctorate from several 
universities. the author Vitality 

Business Enterprise, published 1960. 


SHERE 


author and consultant, Mr. Shere recog- 
nized tax expert. former Director 
Tax Research for the U.S. Treasury and expert 


economist for the Council Economic Advisers. 


currently Professor Economics and 
Director Tax Research, Indiana University. 


Good Profits Promote Progress 


the end result business operations. Prof- 

energizing force good business per- 
formance. Too often admire profit goal 
and deplore achievement, While man- 
agement cannot dedicated solely profit, 
separating profit from broader objectives 

difficult indeed. must serve well 
prosper. must prosper serve well.” 


for Federal Tax Reform 


Whatever their particular opinions, few people 
doubt the importance tax reform. Here 
are concerned not with the level taxation 
the strategy tax reform, but with the 
long-run structure federal, state, and lo- 

cal tax systems. The course events compels 
compress greater achievements into 

less time; overhaul our tax machinery 
could greatly strengthen our efforts. 


about the 


AUTHOR 


STANLEY RUTTENBERG 


Mr. Ruttenberg Director Research for the 
AFL-CIO. During distinguished career the 
American labor movement, has written for 
wide range publications and given expert testi- 
mony before several Congressional committees. 


LEON KEYSERLING 


Mr. Keyserling former Chairman the Presi- 
dent’s Council Economic Advisers. His 
thoughts economic affairs have been widely cir- 
culated both printing and broadcasting media, 
currently consulting economist and at- 
torney Washington, D.C. and the President 

the Conference Economic Progress. 


ARTICLE 


Overhaul Needed Overseas Business Investments 


The political and economic significance our 
private overseas investment inescapable. Will 
business policies able make the rapid 
adjustments required changing world condi- 
tions? can support rising expectations and 
adjust social change without sacrificing 

the principles free enterprise. Our busi- 
ness leadership will help determine whether 
“break bend” with the changing times. 


Growth Economics: The Crucial Issues 


The controversy over economic growth more 
than slugging match between “ins” and “outs.” 
The President’s economic advisers are the 
right track, but they are long way from the 
thought and action needed meet our domestic 
needs and face our international perils. Some 
vital issues are being blurred; might bet- 
ter strategy tell the American people what 
they may need order survive. 
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CHARLES HEWITT AND JOSEPH EWERS 


Mr. Hewitt Professor Business Law the 
School Business, Indiana University. also 

does consulting work the oil industry. Mr. Ewers 
Assistant Professor Business Administration 
and Assistant Director Graduate Studies 

the School Business, Indiana University. 


ALFRED OXENFELDT AND WILLIAM BAXTER 


Mr. Oxenfeldt Professor Marketing, Grad- 
uate School Business, Columbia University. 
has written numerous articles and several 
books, including Pricing for Marketing 
Executives and Insights into Pricing. 

Mr. Baxter Professor Accounting the 
London School Economics and Political Sci- 
ence. chartered accountant, member 
the Scottish Institute Accountants. 


HARRY SAUVAIN AND JULES BACKMAN 


Mr. Sauvain Professor Finance Indiana 
University. His most recent book, 
Management, was published last year. Mr. Backman 
Research Professor Economics New York 
University. recently completed study 

connection with New York City bank mergers. 


WALTER BLASS 


During the past two years, Mr. Blass has served 
with the United Nations; this article developed 
from that experience. formerly worked with 

the International Cooperation Administration and 

presently consultant industry for the 
African Economists Training Program. 


WILLIAM PETERSON 


Mr. Peterson economist and member the 
faculty the New York University Graduate 
School Business. well-known writer 
business and economic subjects, this his 
second contribution Business Horizons. 

also columnist for the Wall Street Journal. 


Case Study: Can This Oil Independent Make It? 


Here, sharp focus, are the problems 
independent small business trying compete 
against huge, integrated organizations, Price 
wars, mergers, and corporate expansion are 
common throughout the industry. Can this busi- 
ness compete and still maintain independence? 
For thousands small businessmen, the prob- 
lems described will have familiar ring. 


Approaches Pricing: Economist Accountant 


Are the precise figures yielded cost-plus 
average-cost pricing formulas really just 
facade for imprecise guesswork and speculation? 
the usual cost procedures really reflect 
relevant costs the firm? Part the con- 

flict between economist and accountant can 
reconciled understanding the problems and 
purposes each viewpoint. need estimates 
that are more logical and more flexible. 


The Problem Size Commercial Banking 


Behind the trend toward bank mergers, branch ex- 
tensions, and larger bank units has been the 
tremendous competition among banks and between 
banks and other types financial institutions. 
These changes are vigorously challenged 
opponents concentration banking. The real 
question not the degree concentration 

but, rather, the extent competition. 


How Small Business Can Succeed Abroad 


Overseas operations are usually thought 
relation the giants business. But, with 

careful planning, opportunities exist for 
ium” and business well. course, 
any firm considering foreign investment will 

face some formidable problems. The rewards, how- 
ever, can great for the kind creative 

private enterprise that the stock trade 

thousands American businesses. 103 


The Case Against Antimerger Policy 


can approve antitrust principle and 

still question the theories underlying current 
antimerger policy. Such policy wrongly used 
can harmful, not helpful, competition. 
Antitrust policy should geared the real- 
ities competition. Section the Clay- 

ton Act 1914 and its amendment, the Celler- 
Kefauver Act 1950, should repealed. 111 
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PROFILES THE FUTURE 


LeRoy Collins 


BROADCASTING 


task the American broad- 
juggler who must keep five balls 
the air simultaneously. The skill, in- 
genuity, and dexterity required the 
juggler perform his act without 
bobble are exactly the qualities needed 
the broadcaster for the successful 
operation his radio television sta- 


THE TWO LOYALTIES 


Broadcasting, unlike many other busi- 
nesses and professions, both pri- 
vate enterprise and public service 
operating under license from the fed- 
eral government. Thus, 
stantly subjected the pull two 
different loyalties. successful, the 
broadcaster must not only make 
reasonable profit his rather substan- 
tial investment, but the same time 
obliged fulfill his social, moral, 
and legal responsibility operating 
all times the public interest. 
his duty both keep his station the 
air and provide—hour hour, day 
and day out, year after year—diversi- 
fied programming that will meet the 
public’s ever-changing desires and 
needs. 

The thoughtful broadcaster honors 
this responsibility. recognizes that 


Mr. Collins, former Governor Florida, 
President the National Association 
Broadcasters. 


PRIVATE ENTERPRISE 
AND PUBLIC SERVICE 


America’s goals 
goals, that his own best interests 
licensed broadcaster are linked the 
best interests the public serves. 
Broadcasting, the most powerful and 
effective means mass communication 
ever known, must have both strong 
conscience, and desire build the 
character, citizenship, and intellectual 
stature the people, well 
expand the gross national product. 
While short-run competitive advan- 
tage may gained disregarding 
the claims conscience, neither profit 
nor self-respect will served such 
expediency the long run. 

Moreover, the 
caster realizes that minority should 
fail meet this challenge, the “pana- 
cea” government control, with 
which the industry has often been 
threatened, might well imposed. 
These stricter government controls- 
however well intended—could only 
lead chaos; the American people 
well the broadcaster would en- 
tangled red-tape restrictions that 
could spell end freedom. 
broadcasters are make outstanding 
contributions the public good—as 
they must and do—they have remain 
free; they must not driven into 
economic and legal positions that 
would impose 
upon them. broadcaster can only 
serve given the opportunity 
so. 

would catastrophic indeed 
impose any further government 
tions this time. Technological ad- 
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It’s Too Late Now 


Certainly, there will always refine- 
ments and frontiers conquer this fasci- 
nating industry. But the real pioneering 
days are over. Chances are, the new ad- 
vancements will come from experienced, 
well-established firms like Sarkes Tarzian, 
Inc., which today recognized one the 
outstanding pioneer manufacturers the 
industry. 


Tarzian’s accomplishments and spectac- 
ular rise the space relatively few 
years have received nationwide acclaim and 
recognition the field electronic manu- 


started the late 1940’s with the ex- 
ploding popularity television after the 
end World War II. Television, 
have come know today, was pretty 


much speculative, unknown quantity 
then. 


But Sarkes Tarzian, who heads the firm 
bearing his name, had faith the industry 
potential. With modest investment, and 
rather small scale, set manufac- 
turing facilities Bloomington, Indiana 
build tuning mechanisms for sets. 

From the start, Tarzian would accept 
compromise with quality. result, the 
Tarzian tuner has always been precision- 
built unit, expertly engineered 
duced assure unexcelled reception. Manu- 
facturers were quick realize the desirable 
features the Tarzian tuner. That’s why 
many leading set manufacturers—since the 
beginning television—have been equip- 
ping their sets with Tarzian tuners. you 
might imagine, annual production the 


become pioneer the 


Manufacturing Industry 


spacious Tarzian plant now into 
millions. 

the industry grew was only natural 
that other diversified electronic products 
and services would follow. Today, Sarkes 
Tarzian, Ine. produces variable capacitors 
and complete broadcast equipment for com- 
mercial and closed circuit use. One the 
outstanding developments this area the 
completely solid state vertical interval video 
switcher—the most advanced design the 
market—in use today many commercial 
stations. 

The Tarzian corporate profile also in- 
cludes operation WTTV (Channel and 
WTTV-FM—Indianapolis), WPTA (Chan- 
nel Ft. Wayne), WFAM (Channel 18— 
Lafayette), WTTS (1370 kilocycles—Bloom- 
ington) and WPTH-FM (Ft. Wayne). 

The guiding philosophy Tarzian has 
always been simply this: select technical 
product difficult for most manufacturers 
produce—design and build better—with 
technical “know how” and improved manu- 
facturing methods—and keep the cost com- 
petitive. Fairly simple—and works. 

Yes, Sarkes Tarzian, Inc. deeply in- 
volved the electronics industry. And, 
the wealth experience, technical ability, 
electronic and mechanical skills the en- 
tire Tarzian organization are available 
industry. you’re interested, we’d 
happy send our Technical Bulletin 
latest solid state devices. Send your request 
Sarkes Tarzian, Inc., Dept. H-1, Bloom- 
ington, Indiana. 
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first 
thing 
save 
for your 
old age 


And since doctors estimate that 
one four will develop can- 
cer some time our lives, what 
better investment than learn 
how guard yourself against it? 
More than million Americans are 
alive today, cured cancer, be- 
cause they went their doctors 
time. 


For more information, call our near- 
est office write “Cancer” 
care your local post office. 


AMERICAN 
CANCER 
SOCIETY 


vances, especially communications 
and space exploration, have greatly 
broadened the opportu- 
nities for disseminating information 
and knowledge. Development the 
communication satellite opens new 
possibilities the continuing effort 
communicate among peoples the 
world; our nationwide network 
radio and television stations will 
time part communication sys- 
tem that reaches around the world. 
Simultaneous broadcasts Chicago 
and Cairo, Trenton and Tokyo, and 
Miami and Madrid with instantaneous 
guage barrier are typical what can 
accomplished the near future. 


PROGRAMMING 


meet his public service obligation, 
the broadcaster must devise and de- 
velop programming that will attract 
and stimulate listeners and viewers. 
This task would simpler ours were 
static, uniform society; America, 
however, dynamic nation, and the 
interests its people are constantly 
changing. Thus, the broadcaster must 
continually appraise his programming 
and periodically make the changes 
necessary maintain the proper bal- 
ance and diversity. also must reg- 
ularly develop new talent, search for 
new ideas, and keep posted ideas 
and materials developed others. 


EFFICIENT OPERATION 


Closely linked with 
another important element the 
broadcaster’s juggling act—the neces- 
sity soliciting sponsor support the 


form advertising dollars. These 
represent his sole source income, 
and must secure sufficient revenue 
for not only his popular, large audience 
programming but also his program- 
ming for more specialized, smaller 
audience. must use ingenuity 
developing sales plans that will appeal 
local and national advertisers and 
must convince them that on-the-air ad- 
vertising brings results superior that 
printed media. 


Then, too, the broadcaster must op- 
erate his station efficiently order 
ensure that costs are far enough below 
income provide the profit needs 
survive. While keeping payroll costs 
within manageable limits, must still 
employ enough talented people at- 
tract potential audiences and sponsors 
highly competitive situation. 
must also weigh the cost automatic 
equipment against the savings that 
may result from its use. 


Quite often, the public 
service obligations pose problem 
station operation that they run di- 
rectly counter the other factors that 
must bear mind all times. 
most broadcasters interpret it, this re- 
quirement means that station must 
provide certain amount local pro- 
gramming, plus good proportion 
news and public affairs programming 
that originates both locally and na- 
tionally. many cases, such program- 
ming uneconomic that brings 
less revenue than costs produce. 


FCC RULES 


Finally, the broadcaster must adhere 
strictly the technical rules and regu- 
lations laid down for his station 
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ation the Federal Communications 
Commission. 

The frequency spectrum not, 
many suppose, boundless expanse 
airwaves that can used will 
from coast coast. 
actuality, made many clearly 


defined “highways,” the use which’ 


is, many cases, carefully restricted. 
Each broadcaster, for example, as- 
signed frequency channel 
which broadcast and can use only 
during the hours that authorized 
todo the prevent inter- 
ference with the service others, 
must limit the power his signal, and, 
the case many radio broadcasters, 
must make certain that his directional 
antenna “on the beam.” 


Another Fcc requirement that 
broadcasters keep continuous and de- 
tailed logs their entire operation. 
broadcaster not only must list what 
puts the air and when, but also must 
report power failures and other inter- 
service along with the steps 
that were taken correct them. 


THE INDUSTRY TODAY 


Public service, diverse and balanced 
programming, solid sponsor support, 
station operation conform- 
ance with regulations—these are 
the major elements the broadcast- 
ers juggling act. Putting and keeping 
all them the air demanding, 
full-time job. 


Some sizable stations large market 
areas are able perform the task with 
ease. Because their poten- 
tially large audiences, they are able 
hire highly creative people provide 
programming that attracts 
well listeners and view- 
Revenues are usually sufficient 
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THE CHANGE-OVER PLAN—We take over all your pres- 
ent truck and maintenance problems, help you reorgan- 
ize your truck facilities and personnel. supply you 
with new vehicles, engineered and painted your 
NEW exact requirements, will buy and recondition your 
CHEVROLET present fleet. 


other fine truck ADD-A-TRUCK PLAN—As your business expands, 
operate use vital capital for more trucks, new ones 


TRUCK RETIREMENT PLAN—As each truck your fleet 
head- needs replacement, instead buying new one, lease 
aches! it. few years all your vehicles are leased. 


THE PILOT switching from ownership 
leasing all locations, select one location (or divi- 
sion) for operation using full-service leased 
trucks, comparing costs and headaches with trucks 
which you still own and maintain. 


National know-how; local controls—write for literature. 


NATIONAL TRUCK LEASING SYSTEM 


Serving Principal Cities the U.S. and Canada 
JACKSON BLVD., SUITE Z-3. CHICAGO ILL. 
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but the driver. Licensed, insured trucks, engineered and painted your 
and expertly maintained. ONE invoice, worries. Devote full time, 


provide substantial number pub- 
lic affairs programs, and, because 
their quality, many these bring 
sufficient revenue cover their pro- 
duction costs. 


The success these relatively few 
large stations, unfortunately, tends 
give the impression that all broadcast- 
ers are operating equally prosperously. 
The reverse, however, often nearer 
the truth. Many television stations 
these larger markets and fair num- 
ber the 3,600 and 800 radio 
stations providing service small 
communities find broadcasting 
touch-and-go proposition. Proof 
this contained the 1960 operating 
figures for the typical radio and tele- 
vision station. Revenue the typical 
radio station amounted $110,200 
1960, but expenses ran $101,800, 
leaving profit before federal income 
taxes $8,400, 7.6 per cent 
sales. Revenue for the typical televi- 
sion station 1960 amounted 
$904,500; expenses, however, totaled 
$765,300, leaving profit $139,200, 
15.4 per cent, again before federal 
income taxes. While there are obvi- 
ously some very successful stations, 
these figures are convincing evidence 
that, the whole, the broadcasting 
business not exceedingly profita- 
ble one. 


Because its tremendous impact 
the public, the broadcasting indus- 
try often thought much larger 
than actually is. The entire industry 
employs only 87,000 persons, consid- 
erably less than the number the 
payroll some the nation’s larger 
corporations. these 87,000 persons, 
about 12,000 are employed network 
operation. The rest, split about equally 
between radio and television, are em- 
ployed stations from coast coast. 


The typical television station employs 
about people. Very large stations 
employ many 250, while very 
small stations employ few 20. 
radio, the typical station employs 
about people. very large station 
might employ 100, but the small one 
might have few 


The broadcaster who operates 
small market far removed from the 
larger metropolitan centers constantly 
faces the problem hiring and keep- 
ing competent and qualified em- 
ployees. People aspiring careers 
broadcasting often seek employment 
New York Hollywood, where 
most national programs originate, 
Chicago, Washington, and other 
large metropolitan centers. Actually, 
greater employment opportunities ex- 
ist the small station where, because 
limited staffs, employee can per- 
form many varied tasks and thus ac- 
quire more thorough grounding 
the basic areas broadcasting. Many 
talented employees, course, gravi- 
tate larger stations and the net- 
works where financial opportunities 
are greater. But for others, broadcast- 
ing the smaller markets offers 
interesting job, pleasant living condi- 
tions, and integration into com- 
munity activities degree that 
not possible large metropolitan 
centers. 


Automation attendant 
changes are another major problem. 
Automation has proceeded rapidly 
radio: now possible operate 
transmitter entirely remote con- 
trol; simplification control board 
equipment enables performer op- 
erate the equipment while actu- 
ally broadcasting; and automatic pro- 
gramming equipment makes possible 


gramming advance and control 
its air presentation punched tapes 
cards. yet, the impact automa- 
tion television has not been quite 
dramatic. Even so, video-tape 
equipment being used provide 
flexibility hundreds television 
stations. Remote control lights, 
cameras, sound booms, other 
studio equipment already possible, 
and some automatic programming 
equipment now used television 
operations. Remote control 
transmitters promised for the near 
future. 

All these changes add man- 
agement’s problems. They may result 
the displacement people, and al- 
most always result the combin- 
ing jobs that were formerly sepa- 
rate. The broadcaster thus be- 
tween his desire use new devices 
and equipment that will improve eff- 
ciency and his concern for employees 
whose livelihood may substantially 
changed. 


all these complex forces applying 
their operations, broadcasters have 
done and are doing truly remarka- 
ble job. There hardly home 
America that does not enjoy enter- 
tainment and educational experiences 
that only few years ago would have 
been beyond imagination. short 
span time, broadcasters have cre- 
ated some truly fine programming, 
and achievements that they are con- 
tinually trying better. They have 
constructed the most amazing means 
for mass communication the world has 
ever seen and done more bring man- 
kind closer together through informa- 
tion and understanding than any other 
single enterprise history. 
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WORKING BAREHANDED 
WITH HIGH-VOLTAGE 
LINES PROMISES I&M 
CUSTOMERS BETTER 
SERVICE! 


new procedure, developed I&M and its parent 
company, American Electric Power Company, and now 
use the I&M service area, permits linemen work 
high-voltage transmission lines thousand more 
times hotter than ordinary house current without inter- 
rupting service and without the aid insulated gloves 
and hot sticks. 

The new procedure was developed AEP engi- 
neer who knew that birds could perch high voltage 

lines with ill effects. The engineer reasoned that, 
comparable principle could employed for linemen, 
they could work energized lines and shed encum- 
bering, clumsy equipment. kit using insulated, 
non-conducting fiberglas bucket, making possible for 
the linemen and their equipment charged with 
the same voltage the line. 

This new procedure means repairs without 
service interruptions and continuing dependable, low- 
cost electric power for Indiana Michigan Electric 
Company customers. 


INDIANA MICHIGAN 


ELECTRIC COMPANY 


An Investor-Owned Public Utility 


AMERICAN ELECTRIC (AEF) Power 


Corporate Underwriting Service 


addition underwriting large volume 
Indiana municipal securities, City Secu- 
rities Corporation contributes the growth 
Indiana businesses providing capital 
funds through its underwriting corporate 
securities. 


handles all details making issues ready for 
public offering. 

City Securities’ participation many 
national underwritings also has increased 
steadily the company’s resources and ac- 
tivities have expanded. Contributing this 
increase the realization large national 
underwriters the substantial distribution 
securities which are capable effect- 
ing Indiana. 


Such financing usually undertaken when 
the capital requirements company can 
longer met its regular commercial 
banking connections. 


virtue its own capital (now excess are eager discuss financing with 


$1.6 million), City Securities often 
position underwrite and distribute entire 
issues. Our underwriting department partic- 
ipates preliminary negotiations and then 


established Indiana corporations which have 
demonstrated the ability earn money. 
Please write phone can serv- 
ice you. 


CITY SECURITIES CORPORATION 


Member National Association Security Dealers 


CIRCLE TOWER INDIANAPOLIS, INDIANA 8-1336 
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pleased announce that, be- 
ginning with the Spring, 1962 issue 
Business Horizons, new section 
dealing with business-related research 
will become one our regular fea- 
tures. This innovation keeping 
with the heightened interest 
search throughout the business com- 
munity: Good form now has that 
should all pay our respects re- 
search passing; annual report 
complete without section research 
activity; and all good luncheon speak- 
ers must least make oblique ref- 
erence the value research. Men- 
tion research has, fact, become 
one the fundamental gambits 
our occasional exercises one-upman- 
ship. Those who ply the aca- 
demic trade have long been using this 
strategy, but its appearance the 
realm the practical businessman 
fairly recent 


Our interest providing this new 
service for our readers, however, 
based sober and constructive pur- 
pose. has been our experience, un- 
fortunately, that this general accept- 
ance the desirability, even the vir- 
tue, research not matched 
ability utilize it. Our intention 
aid the application business-related 
research business affairs. 


One the critical problems ham- 
pering this application basic infor- 
mation barrier. Two major factors are 


responsible for this barrier. First, 
there the rapid expansion the 
fund knowledge, which imposes 
the simple physical problem finding 
time keep with the information 
spite the burden entails, this fac- 
tor has its positive aspects. stems, 
after all, from advances our knowl- 
edge. But the second factor can 
sense regarded positive. This 
the so-called “dilemma specializa- 
tion.” research work, pro- 
duction, efficiency gained through 
the specialization labor. But, like 
specialization production, research 
specialization imposes burden co- 
ordination and communication, and 
this has only sporadically been recog- 
nized. The old saw about learning 
more and more about less and less con- 
tains element truth for society 
well for the individual. 


Related this problem speciali- 
zation the fact that research bound- 
aries drawn according the tradi- 
tional academic specialization labor 
have little correspondence with 
problem boundaries defined the 
practical situations out which they 
grow. This means that the practitioner 
seeking assemble the research bear- 
ing specific problem must hunt 
the nooks and crannies number 
the traditional disciplines. 


These problems have been aptly 
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summarized Harold Guetzkow’s 
phrase, “the conversion 
refers the immense difficulties en- 
countered attempts relate the re- 
search orientation—with its necessary 
interest theoretical abstraction and 
generalization—to specific applications, 
real problems concrete situations. 
The conversion barrier more than 
semantic problem, though that, 
too. barrier that stems from the 
very structure knowledge itself: 


“The basic products the social sci- 
entists are tested theories. its 
more rigorous form this basic knowl- 
edge consists models concepts 
Sometimes these concepts are well for- 
mulated, 
variables; sometimes the variables 
developed are formally interrelated 
systems sets mathematical 
tions. The theories the social sci- 
entist are abstract and general, they 
must have wide usefulness. 


theories very different from the task 
generating them. Applied 
edge used toward particular ends, 
and the goals determine what 
tion relevant; theories are not valued 
themselves, but only they 
applicable the achievement 
crete, specific purposes. 


were not enough that the 
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frames reference the two worlds 
are basically different, appears that 
the task actually recognizing the 
real world the conditions correspond- 
ing the theoretical scheme often 
much more difficult than the formula- 
tion and initial testing the theory. 


The net effect these problems 
and converting 
telated research that only in- 
significant part the increasing fund 
social science knowledge has had 
any bearing policy. perhaps 
even more significant that the problem 
not going correct itself. are 
going have research, were, 
the process research utilization. 
When Pendleton Herring was director 
the Social Science Research Council, 
suggested that should begin 
develop breed “social science tech- 
professionally trained the 
application social science research 
practical situations. Guetzkow, 
the article cited earlier, argues for 
the “middleman func- 
tion,” which should differentiated 
from both the research role and the 
role the practitioner. Perhaps these 
social engineers” are the answer. 
80, graduate schools seem slow 


Guetzkow, “Conversion Bar- 
Using the Social Sciences,” Ad- 
ministrative Quarterly, (June, 1959), 
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recognizing it. They are rightly trou- 
bled the distinction between eclec- 
ticism and superficiality. 

the meantime, however, the show 
must on. Decisions have 
made, capital has committed, 
markets must entered, and em- 
ployees have selected, trained, 
and welded together into effective or- 
ganizations. What can done now 
bring research and practice closer to- 
gether for the mutual benefit both? 
Two moves seem obvious. First, 
can improve our searching and report- 
ing activities. This mean job, but 
can done. Secondly, and this 
even harder task, can begin 
hack away the conversion barriers 
encouraging certain broad-gauge 
researchers and practitioners as- 
sume this middleman role. 


Accordingly, this new feature, 
plan record and classify significant 
business-related research wherever 
being conducted. addition sys- 
tematically searching the various 
learned journals and published ab- 
stracts, Business Horizons plans can- 
vass key personnel academic and 
corporate research centers, founda- 
tions, private firms, consulting organ- 
izations, advertising agencies, market 
research firms, and the like effort 
discover and report important 
business-related research process. 


Business-related research con- 
ceived Business Horizons include 


all systematic inquiries having 
with identifying, classifying, measur- 
ing, and relating the variables phe- 
nomena affecting the management 
business firms. Presumably, this defi- 
nition would encompass some research 
from all the social sciences, includ- 
ing political science and history. 
would also cover some research 
mathematics, and perhaps even cer- 
tain branches engineering. un- 
likely that would include research 
from the natural life sciences. 
some extent, inclusion will have 
matter editorial judgment. But, 
while the term “business-related” will 
interpreted broadly, there must 
some empirical referent for the item 
included our listing; pure spec- 
tions not fall within the meaning 
research conceived here. 


the end tackling the conver- 
sion barrier, Business Horizons will in- 
vite number practical-minded re- 
searchers and research-minded prac- 
titioners comment the present 
state, significant trends, key problems, 
and practical implications research 
various areas such leadership, 
buyer behavior, control, performance 
measurement, and decision making. 

Hopefully, this new service Busi- 
ness Horizons will represent useful 
step the direction closing the gap 
between research and practice. The 
gap wide; the time late. 


Ry 
lued 
the 
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THE NEW BUSINESS HORIZONS 


Every magazine likes 
guished not only for what prints but 
for the way looks. With this issue, 
both text page and cover Business 
Horizons have been redesigned what 
Horizons’ first major format change. 
Four distinctive colors have been 
chosen for the quarterly issues, and 
each cover will carry artwork that calls 
attention feature inside. 

hope our readers find the new 
format more pleasing the eye and 
easier read. 


CONCEPT QUESTIONED 


Tue 


would like call attention the fact 
that much used but quite meaning- 
less concept has crept into the prevail- 
ing marketing ideology. referring 
the concept “utility.” the 
fashion claim that the marketing 
process creates utilities. Yet, strictly 
speaking, such statement has 
meaning whatsoever. 

Involved quite elementary error 
semantics. The word “utility” 
noun and implies some existent thing 
existent quality. But these utility- 
things actually not exist. All that 
consumption. 

How often have been told pro- 
fessional meetings and journals that 
advertising benefits society creating 
utilities? How often have heard 
announce 
that their firms are packaging more 
utilities their products today than 
they did yesterday. Indeed, look 


into the standard marketing textbooks 
listen the typical marketing teach- 
ers, will even about the fine 
lines distinction between form, 
place, ownership, and time utilities. 
All such statements imply that 
ities are some sort “things.” 
generally admitted that difficult 
measure quantitatively 
things. They cannot piled physi- 
cally the four dimensional world 
time and space. Rather, they are sup- 
posed exist only that gossamer 
fifth dimension the human psyche. 


course, this all nonsense. These 
utility-things not exist either 
four five dimensional world. 

employ Elton Mayo’s terminol- 
ogy, man seeks attain and main- 
tain “steady state” physiological 
and psychological want equilibrium. 
The marketing process provides the 
individual with the goods and services 
used the process consump- 
tion, which nothing more than the 
process re-establishing the “steady 
state” want equilibrium. 

Now, may asked why all this 
fuss over picayune matter defini- 
Would gain discarding the 
noun utility and replacing with some 
verb form referring the consumption 
process? 

The issue not quite petty. After 
all, one the basic social justifications 
the marketing process has been the 
belief that marketing creates utility. 
Such justification meaningless 
the term utility meaningless. 

The marketing process may con- 
sidered socially desirable insofar 
aids the consumer the consumption 
process maintaining the “steady 
state” want equilibrium. The impor- 
tant point that also possible for 
the marketing process disrupt the 


steady state and generate dissatis- 
faction. This possibility particularly 
true advertising, name one ex- 
ample. 

One frequently stated justification 
advertising that creates new 
wants. This would valid justifica- 
tion there were such things utili- 
ties. Creating new wants would then 
synonymous with finding new ways 
which individuals could pile 
more utilities the human psyche. 
Unfortunately, utilities not exist, 
and inducing individuals want more 
things may very well considered 
act that disrupts rather than creates 
“the good life.” 


BERNARD SARACHEK 


109 East Green Street 
Champaign, Illinois 


FACULTY RE-EDUCATION 


The re-education the business school 
faculty has been called the most press- 
ing problem facing business education 
today. light the now widely ac- 
cepted developments the related 
fields quantitative analysis and be- 
havioral the 
trained faculty is, many cases, 
longer adequate. 


One cannot, course, designate 
degree re-education applicable 
all faculty members: Some are 
versed both quantitative analysis 
and behavioral science; some not 
teach areas affected the newer 
concepts; some need great deal 
work quantitative analysis but little 
behavioral science; and some have 


What the Bell System? 


Bell System cables and radio 
telay and laboratories and manufac- 
turing plants and local operating 
companies and millions tele- 
phones every part the country. 


The Bell System people... 
hundreds thousands employees 
and more than two million men and 
women who have invested their sav- 
ings the business. 


more than that. The Bell 
System idea. 


idea that starts with the 
policy providing you with the best 


BELL TELEPHONE SYSTEM 


possible communications services 
the lowest possible price. 


But desire not enough. Bright 
dreams and high hopes need 
brought earth and made work. 


You could have all the equipment 
and still not have the service you 
know today. 


You could have all the separate 
parts the Bell System and not have 
the benefits all those parts fitted 
together nationwide whole. 


It’s the time-proved combination 
research, manufacturing and 
operations one organization— 


with close teamwork between all 
three—that results good service, 
low cost, and constant improvements 
the scope and usefulness your 
telephone. 


the many tasks everyday opera- 
tion—or the special skills needed 
invent the ‘Transistor develop 
communication satellites—the 
Bell System has the will and the way 
get done. 


And spirit courtesy and serv- 
ice that has come most im- 
portant part the Bell System idea. 


American Telephone Telegraph Company Bell Telephone Laboratories Western Electric Company New England Telephone Telegraph Company Southern New England Telephone Com- 
New York Telephone Company New Jersey Bell Telephone Company The Bell Telephone Company Pennsylvania Diamond State Telephone Company The Chesapeake Potomac 
Telephone Companies Southern Bell Telephone Telegraph Company The Ohio Bell Telephone Company Cincinnati Suburban Bell Telephone Company Michigan Bell Telephone 
Company Indiana Bell Telephone Company Wisconsin Telephone Company Bell Telephone Company Northwestern Bell Telephone Company Southwestern Bell Telephone Com- 
The Mountain States Telephone Telegraph Company The Pacific Telephone Telegraph Company Bell Telephone Company Nevada Pacific Northwest Bell Telephone Company 


slight professional interest that 
they will never spend the necessary 
time gain proficiency these fields. 
Thus, re-education needs range de- 
gree from the person whose area 
unaffected the newer disciplines, 
but who should recognize their impor- 
tance education for business, the 
person teaching the functional areas, 
such marketing production, who 
must undertake very difficult and 
lengthy program education both 
human behavior 
analysis. Those facing the heavier edu- 
cation programs probably number less 
than one-half the faculty. 


The heart the question, then, 
how accomplish the re-education 
the minority the faculty that faces 
the heaviest demands and willing 
meet them. Stated these terms, per- 
haps the re-education process looks 
less ominous, but even with fewer 
numbers than supposed, the task fac- 
ing these faculty members may 
more difficult than first imagined. 


Professionally, the major share 
faculty member’s time devoted 
teaching duties, curriculum matters, 
and research. The impact the new 
disciplines felt each area. Through 
the years, has taught what and 
others considered satisfactory set 
courses. Today all the evidence indi- 
cates that his knowledge his area 
ciency such unfamiliar fields so- 
cial psychology, cultural anthropology, 
topics modern mathematics. 
can only admit that his courses are 
some measure out date. 

Decisions curriculum problems 
require real understanding the 
potential contributions the allied 
fields. Without such knowledge 
virtually impossible consider care- 


fully such questions as: Should the re- 
quirements for entry the business 
school changed expose the in- 
coming student behavioral sciences? 
What currently required 
should dropped several hours 
mathematics human behavior are 
added? How should the doctoral pro- 
gram master’s program changed? 


The third major activity business 
school faculties research. While the 
behavioral scientists have developed 
many potentially valuable concepts, 
their research has frequently been con- 
ducted nonbusiness situations. For 
example, the famous “sleeper effect” 
the source communication, noted 
work Yale, was based experi- 
ments with school children; research 
this kind has great value hypothe- 
sis generation, but this its sole value. 
Applications various business situa- 
tions are necessary before the business 
faculty member can use the results 
such research with confidence. For 
example, does the “sleeper effect” work 
situation where person gathering 
advice the purchase color tele- 
vision set consults advertising, con- 
sumer reports, and neighbor who 
owns such set? these sources ex- 
ercise equal influence over time? Re- 
search involving questions such 
these will probably have done 
business faculties themselves since 
behavioral scientists have shown re- 
markable antipathy research the 
business field. 


The minority that faces the heavier 
re-education task the core any 
faculty. This the group that the 
schools must build on—teachers the 
basic functional areas high profes- 
sional interest, who are responsible for 
setting many the policies and guid- 
ing much the day-to-day activity 


the school. How the re-education 
too big job for any single institution, 
even the Ford Foundation. Ford’s role 
today seems mainly the creation 
interest these new areas; individ- 
uals and schools must carry through 
the re-education program. 


While each school will solve the 
re-education problem its own way, 
some general approaches present 
themselves. the earlier phases 
faculty re-education, faculty seminars 
can used. From the standpoint 
stimulating interest, these should 
clearly show the relation the new 
concepts and techniques business 
administration. The people conduct- 
ing the seminars could experts 
the fields studied, working closely with 
business faculty group ensure 
that the applicability the material 
schools have added mathematicians 
and psychologists the faculty hoping 
that, simply their presence, these 
experts would aid re-education, but 
the experience these schools indi- 
cates that such move more bene- 
ficial when specific program utilizing 
the talents such persons devel- 
oped. 

Beyond rather basic level, faculty 
interests are likely diverge, and in- 
dividual study through reading 
class attendance will become impor- 
tant. How can this facilitated? The 
layman likely suggest temporary 
reduction the number hours 
taught. The coming shortage col- 
lege teachers, however, makes this 
impossible solution for many. 

general reduction the number 
hours teaching not possible, 
other methods reducing the teach- 
ing load may adopted. The sab- 
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LAKE CENTRAL NOW SERVES CITIES 
—from the Midwest the Nation’s Capital! 


Within recent months, Lake Central Airlines has expanded its service into additional cities 
—extending from the Midwest Washington, and Baltimore. Now for the first time, 
Lake Central passengers are offered fast, convenient flights between cities the eight 
state area Illinois, Indiana, Maryland, Michigan, New York, Ohio, Pennsylvania, and 
West Virginia, well the District Columbia. 

Lake Central offers the luxury comfort Convair 340 aircraft over many its routes. 
The 44-passenger Convairs are radar-equipped, air conditioned, completely pressurized, and 
have cruising speed 240 miles per hour. You’ll enjoy the non-stop service between such 
points Cincinnati and Detroit—the one-stop service between such points Cincinnati and 
Washington, C.—and the commuter service between many, many cities the Lake 
Central system. 

The next time you’re planning trip, ask your favorite travel agency about Lake Central’s 
new service! 


THE STORY GIANT STEP 1960 
Annual Report available you just for the asking. Write, Public Relations 
Dept., Lake Airlines, Weir Cook Airport, Indianapolis, Indiana. copy 
will sent upon receipt your request. 
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batical leave ideal period for self- 
education. one makes the heroic 
assumption that all schools have the 
7-year cycle for sabbaticals and that 
there even distribution faculty 
members each year the sabbatical 
cycle, then within the coming 
period, one-half the faculty mem- 
bers will free devote year 
their own work. would represent 
great step forward introducing 
business faculty the concepts the 
new and important disciplines fac- 
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ulty members were encouraged use 
these sabbatical leaves for work be- 
havioral quantitative areas. Load 
reduction may also take the form 
decrease class size combined with 
generous assistance. Little benefit 
gained instructor’s teaching load 
student load remains constant. 

addition, day-to-day activities 
may facilitated various ways 
allow more time for reading attend- 
ing courses: 


Schools may provide more gradu- 
ate assistance for grading papers, aid- 
ing research, guiding discussion 
periods. 

Teaching loads may adjusted 
that fewer separate class prepara- 
tions are required. Instead asking 
man teach four separate courses 
hours each, could given two 
sections 5-hour course and 
tion 2-hour course. This would 
reduce the number preparations 
from four two. 


THE CHALLENGE 
AND THE OPPORTUNITY 


John Barto found both challenge and oppor- 
tunity General Telephone. John received his B.S. 
degree June, 1958 from Indiana University and 
joined General Telephone Company Indiana upon 
graduation. 


During his first two years, gained knowledge and 
experience all departments the Company 
Management Trainee. Upon completion his formal 
training, John was assigned the Plant Department 
Plant Analyst and early 1961, was promoted 
his present position Division Plant Supervisor. 
this position, John responsible for the management 
over people our Central Division. 


This story typical the men developed through 
our formal management training program. Since 
General Telephone America’s fastest-growing com- 
pany the communications industry, the 
for personal growth unlimited. need top men 
such John Barto fill key positions. Would you 
like meet such challenge? 


Write: 
Borys, Director Personnel 
General Telephone Company Indiana, Inc. 


501 Tecumseh 
Fort Wayne, Indiana 
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THE INDIANA 


Announces the 


UNIVERSITY GRADUATE SCHOOL BUSINESS 


WHAT intensive advanced management program, 
now its eleventh year. 
WHEN Two annual sessions three weeks each. The 
1962 Program begins June and ends June 22, For brochure 
1962, with both first and second year groups 
meeting concurrently. describing detai 
WHY assist business firms the continuing devel- the unique Indiana program, 
opment their executives. return the attached 
WHERE Participants live and attend classes the new postage-paid card 
air-conditioned Memorial Union Building the 
Indiana University campus, Bloomington. obligation, course. 
WHO Designed for major executives those soon 
move into positions major managerial respon- 
sibility. 
n 
Indiana Executive Development Program 
Indiana University Bloomington, Indiana 
Please send brochure describing the 1962 INDIANA UNIVERSITY 
EXECUTIVE DEVELOPMENT PROGRAM. 
u 
NAME 
TITLE 
COMPANY 
ADDRESS 


> 


BUSINESS 


The Indiana Executive 
gram has earned distinguished reputation 


for pioneering advances methods exec- 
utive education. The Indiana Program, for example, 
was among the first the United States orient 
toward the future and place special emphasis the 
environment which business operates. 


The 1962 program includes eight distinctive features: 


highly integrated program broad principles business 


management. 


Provision for meeting the individual needs and objectives 


the participating executives. 


two-year program with two intensive three-week summer 


sessions supplemented individual study and spring review 


seminar 


5 


Emphasis continuous development. 


program keyed top and management 


responsibilities, with admission open those carrying major 


pre 


agement appointments or approaching such assignments 
Continuing special attention to leadership. 
Blending theory and practice. 


tested procedures teaching decision making and 


blem solving 


a brochure des« ribing the 1962 INDI ANA UNI- 


VERSITY EXECUTIVE 
GRAM, return the attached postage-paid card. 


FIRST CLASS 
Permit Number 


Bloomington, Indiana 


CARD 
THE UNITED STATES 


William Haeberle, Director 


Indiana Executive Development Program 


Graduate School Business 
Indiana University 


Bloomington, Indiana 
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Preparations may made easier 
encouraging faculty members 
specialize field. some schools 
courses fields other than his own 
order maintain the proper degree 
integration between business courses. 
While this excellent approach 
the problem integration, may 
too expensive terms faculty time. 
The faculty member who teaches 
occasional course another area must 
spend disproportionately large 
amount time preparing for that 
course. The burden integration can 
shifted the curriculum: Course 
requirements, course sequencing, and 
the offering courses, such busi- 
ness policy, can all used give 
integrated approach the study 
business. 

many schools, committee work 
takes nearly much time that spent 
each week. For those engaged 
study these new fields, committee 
assignments could reduced. Com- 
mittee assignments general could 
reduced the faculties were set 
general policy limits and allow admin- 
istrative personnel operate freely 
within these limits. Faculty man-hours 
spent committee meetings could 


cut the committees themselves were 
reduced size. 


freeing faculty members for re-educa- 
tion purposes, new 
needed the administration level. 
many schools the administration 
draws heavily faculty time; discus- 
new programs, curriculum 
Problems, research proposals, even 
the time day calls for the forma- 
all interested groups.” 
Faculty time has always been 


1961 


school’s most precious resource, but 
today the dimensions the faculty re- 
education problem make the useful 
disposition this time even more cru- 
cial. The following quotation from the 
Ford report specific this point: 


“Some business schools can show 
excellent record curriculum plan- 
ning, the development case and 
other teaching materials, and con- 
sulting and other service activities. 
But, good part because the time 
and energy devoted these aspects 
the school’s program, research neg- 
lected, and faculty members not 
have the time and energy (and some- 
times the training) keep with 
their respective business fields.” [Rob- 
ert Gordon and James Howell, 
Higher Education for Business (New 
York: Columbia University Press, 
1959), 354.] 


Re-education will make demands 
both the teaching and administrative 
staffs. Faculty members must make 
again the sacrifices student, and 
substitute the short-run gains 
had from consulting and publication 
for the longer-run gain knowledge 
the newly important sciences. 
this, not suggest that these two 
activities abandoned altogether: 
the long run, consulting invaluable 
for giving faculty member better 
understanding his subject area; and 
business administration 
tainly suffer papers substance 
were not published. Deans 
view committees, however, must re- 
vise their bases for hiring and advanc- 
ing faculty members. While teach- 
re-education commitment not 
concrete measure six eight arti- 
cles, those charge faculty promo- 
tions and additions have responsi- 


bility take into consideration. 
Indeed, their long-run advan- 
tage so. 


The rewards intensive faculty 
re-education program more than jus- 
tify the sacrifice. Effective introduc- 
tion the behavioral sciences and 
quantitative methods into the business 
school program would not only greatly 
modify individual course offerings and 
curricula, but would improve the train- 
ing future faculty members and ulti- 
mately result both higher quality 
research and higher caliber stu- 
dents business training. Business 
administration focal point for the 
interaction such disciplines eco- 
nomics, mathematics, psychology, and 
sociology; the well-trained business 
faculty can draw from these fields and, 
turn, can enrich them with its own 
research. Under such conditions the 
business school the future will 
major center intellectual activity 
the university. 


SAUNDERS 


Associate Professor Business 
Administration 

School Business 

University Kansas 

Lawrence, Kansas 


CORRECTION 


THE article “What Management 
Games Best” William Dill 
[Business Horizons, Fall, 1961], the 
two paragraphs page that begin 
“The right and “Games can 
also were inadvertently mis- 
placed. These should have followed 
the paragraph page that begins 
“We have progressed. 
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the business every man and woman America. Indeed 
the future our country may depend large measure today’s 
students who must assume the burdens and make the decisions to- 
morrow! leaders business, industry and those entrusted 
with the technical problems government would the first attest 
this. Our national future linked more closely higher education 
today than any time our history. 


INDIANA UNIVERSITY, 11th size American Universities, has 
attained its present stature excellence major university not only 
because its superior faculty, its fine libraries and modern facilities, 
and the support given the State Indiana, but also because 
gifts alumni and other thousands friends who have had long 
range view the place higher education our future. 


The challenge our way life opposing ideological systems 
constant, yet the opportunity prepare for this challenge will closed 
many intelligent and talented young men and women overcrowding 
and lack funds may mean many those who can profit most from 
advanced education may denied opportunity. 


contribution the Indiana University Foundation will enable Indiana 
University provide better facilities and financial assistance tomor- 
row’s leaders business and industry. 


Gifts may money, securities, life insurance, books, art objects 
property. The donor may make outright gifts retain life interest 
provide bequests will. The Foundation will glad consult 
with you concerning these other needs and other ways providing 
financial aid. All gifts are exempt from Federal Income Tax. 


invite you write William Armstrong, Indiana University Foun- 
dation, Indiana Memorial Union, Bloomington, Indiana. 


The Indiana National Bank maintains 
close and cordial relations with the great 
majority banks throughout this impor- 
that can significant benefit your 
operations here. 

For one thing, hundreds direct-send- 
ing points throughout Indiana (which in- 
cludes parts both the 7th and 8th Federal 
Reserve Districts) assure you promptest 
possible clearance checks deposited with 
Indiana National. This system, coupled 
with our round-the-clock transit opera- 


good place bank 
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Bank Statement 


tions, means quick availability your funds 
lowest cost without disturbing local 
banking relationships. 

Moreover, our close cooperation with 
these Hoosier banks—and our first-hand 
knowledge their operations—enable 
provide personalized service credit 
information, local market data, and con- 
tacts with the bankers and businessmen you 
want meet anywhere Indiana. 

will happy discuss specifically 
how our facilities can benefit any- 


time you say. 


National Bank 
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GOOD PROFITS 


years ago, group Bell System 

managers made intensive study 
the relationship between profits and per- 
formance American industry. They 
started with two questions: “Does profit 
anything? only result does also 
cause things happen that affect our 
economy?” 

Their broad conclusion was that good 
profit, good business performance, and 
healthy economic progress all together. 
But the men who made the study went 
further. Good profit, they suggested, does 
much more than parallel good performance. 


Mr. Kappel Chairman the Board, American 
Telephone and Telegraph Company. 


promote 


PROGRESS 


one the essential factors bringing 
good performance about. (The other essen- 
tials named were good management and 
good product.) other words, good profit 
causative, dynamic, and energizing. 

These conclusions were based the 
group’s study the actual case histories 
companies several industries. The weight 
the evidence was that where profits have 
been relatively good, performance has also 
been relatively good, measured several 
important criteria. the businesses ana- 
lyzed, those that earned well had better 
growth records—with all that connotes 
value delivered consumers—than those 
that earned poorly. The more profitable 
companies put more investment (including 
more retained earnings) into new and im- 
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proved equipment; they did more research 
and more innovating; they offered better job 
opportunities; and they contributed more 
community well-being. 

Thus, the study group suggested that 
good profit should regarded prime 
cause economic and social progress. Profit, 
they felt, not merely end result the 
business process, but lively functional ele- 
ment that does indeed “cause things hap- 
pen. 


CONCEPTS PROFIT 


The idea has had mixed reception. Many 
people have said that they think 
makes excellent sense; others have been criti- 
cal. They have argued that, while good 
performance may indeed produce good 
profit, not demonstrable that good profit 
will generate good performance. Our study 
group, they contend, must have been put- 
ting its carts before its horses. 

This critical reaction not surprising. 

is, after all, new thought that profit can 
causative the sense suggested. For genera- 
tions, profit has been regarded mainly 
result, residue, remainder, and this 
still the popular notion. notion derived, 
perhaps, from nothing more complicated 
than the classroom illustration that man 
grows apple for cents and sells for 10, 
that the classical economists the last cen- 
tury are partly responsible. they saw the 
matter, according the Encyclopaedia 
the Social Sciences, 
“There was first separation between rent and 
kind gross income the capitalist, the 
business man was then more or less correctly 
called; subsequently the latter fund was divided 
between the capitalist and the laboring classes. 
Wages were supposed determined inde- 
pendently, the final share the capitalist being 
left residuum.” 


something lifeless and 
inert about the very word. gives linguistic 
support the view that the figures the 
bottom line belong also the bottom our 
scale values; and perhaps the typical form 
income statement, showing profit the 
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bottom, further encourages this view. This 
too bad, for see it, the fact that profit 
something left over does not any sense 
define its character. Its appearance re- 
mainder merely reflects its place time, 
which necessarily after the transactions 
that produced it. But this clue its 
nature potential. 


Thinking about this, was interested 
when someone the other day called 
attention the views Francis Amasa 
Walker, discussed John Chamberlain 
his book The Roots Ac- 
cording Chamberlain, Walker, Civil 
War general, teacher Yale, and later 
president M.LT., “isolated profit the 
driving force industrial progress.” While 
Walker too saw profit result, saw 
also something more. Profit, said Walker, 
the special creation the gifted enter- 
priser. produces “by his comprehen- 
his organizing force and administrative abil- 
ity; his energy, economy, and prudence.” 
Thus, profit more than result; the in- 
strument dynamic change. 


The classical concept profit mere 
residue suggests that when profit has been 
gained, its vitality ends. not useful 
society; rather, likely serve only the 
convenience and comfort those who have 
possession it. All this fits with many 
people’s feeling that while little bit 
profit may harm, profits for the most 
part are bad. what degree public distrust 
business profits may derived from the 
concept profit residue any other 
economic theory, not able say. More 
important the fact that there present 
little theory the kind that might dis- 
pel distrust. far can see, profits are 
distrusted largely because the public sees 
them manifestation economic power; 
because there evidence every now and 
then that certain profits have not been hon- 


Chamberlain, The Roots Capitalism 
(Princeton: Van Nostrand Company, Inc., 
1959), pp. 125-29. 
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estly earned; and because the belief that 
profit often reflection the ability 
some people gain others’ expense. But 
these are political, ethical, and emotional 
considerations. They have nothing 
with any principle business profit such. 
will pity, therefore, cannot gain 
acceptance for some view profit other 
than one that, implicitly any rate, depre- 
cates its social usefulness. From the concept 
the moral contention that paucity profit 
demonstration virtue, and only one 
more step the proposition that scant 
profit mark high integrity, then 
profit all must mark the highest. 

The danger that noneconomic con- 
siderations may the end determine what 
done about profit. need, the 
one hand, clear understanding that aber- 
rations business practice, unwarranted 
exercise power, and the like are 
sense indicators the function profit. 
the other hand, need concept profit 
satisfying that will impossible 
identify ethical failure with failure the 
profit principle. 

Let back moment now Walker, 
who found profit the driving force in- 
dustrial progress. Today one hears countless 
voices that seem saying much the same 
thing. have mind all the economists and 
journalists who echo and re-echo the refrain 
that “the profit motive” the dynamo 
enterprise. But for some reason, least 
this country, seems there much 
more applause for the profit motive than 
there for profits. almost though 
there were two kinds thought: One has 
something common with Walker’s views, 
except that the modern stress, have said, 
the motive alone, whereas Walker did 
not stop there; the other, which strength- 
ened the residue theory, not derived 
from it, appraises profit with wary eye, 
something acceptable only when scant. 


THE PROFIT DILEMMA 


short, are seriously odds with our- 
selves about profits. Our attitude is: Hurrah 
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for the profit motive and down with profits. 
Latin might put it, “Motive si, profit 
no.” want people work for profits, but 
are not all sure that want them 
earned. This economic schizophrenia. 
absurd hold that profit desirable 
incentive but poor achievement. Men can- 
not work the basis that right and 
necessary for them pursue goal that, 
when they reach it, will prove sterile thing 
best, and worst harmful one. 

The Russians, may remark, are 
such dilemma. They want profits, the genu- 
ine article, and not just “the profit motive.” 
Witness this statement from the draft pro- 
gram the Soviet Communist party 
translated Tass and printed The New 
York Times August 1961: “It neces- 
sary promote profitable operation en- 
terprises, work for lower production costs 
and higher profitability.” (p. 13) 

interesting some day see 
platform the Republican Democratic 
party calling for higher profitability? 
sure can count both parties con- 
tinue advocating prosperity, but would 
great thing for the country might also 
find included—say 1964—a recommenda- 
tion favor higher profitability, the 
necessary ingredient that prosperity. 


THE BENEFITS PROFIT 


have good many reasons for believing 
that plus business profits fairly earned 
plus for everybody. The profitable busi- 
ness has freedom what right. did 
not say has freedom throw money around. 
The business that profitable can operate 
much more economically than the one that 
not, for the profitable operation does not 
have defer current expenditures that will 
improve long-run performance. The com- 
pany that puts off doing what ought do, 
because cannot afford the time, in- 
evitably sacrifices long-run economies. 

mind saying that good profits facilitate 
good management judgment, but since this 
statement needs particularizing, shall try 
illustrate. 


t 
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TRAINING 


Let look first the training people. 
This essential the vitality any busi- 
ness enterprise and its ability contribute 
economic progress. The selection able 
people crucial task requiring thought, 
time, and money, and but the start 
long-range development process that calls 
for more all three. not thinking 
formal training procedures alone, but the 
whole complex effort needed bring 
about conditions that encourage personal 
growth, inspire quality performance, and 
enable the individual realize deep satis- 
faction his work. The business that has 
adequate means available far more likely, 
think, make the conscious and continu- 
ous effort needed than the business that 
hard up. 

There growing conviction that the best 
way test managerial talent give 
young people from the start assignments 
that truly challenge their capacity—in pref- 
erence training routines that impose 
minimum responsibility, fail offer the 
trainee any sense having real job, bore 
him unutterably, and give him sore feet 
from standing around. One the good argu- 
ments favor testing men early their 
careers that they will learn from their 
mistakes. saying this, not advocating 
mistakes any time; have, however, 
realistic. are going give people 
responsibility this way, there are bound 
some errors and they are bound cost 
money (albeit less than the cost bigger 
errors the same people might make later 
years they did not have the judgment 
gained from making little ones). But 
cannot stand the cost the small errors, 
are not going assign the responsibility. 
other words, are not going what 
know ought build the future. 


may said that these examples hardly 
provide all the evidence needed support 
the case for healthy profit. agree. Before 
offering more illustrations, however, let 
remind the reader that these have men- 
tioned lie area special importance 
for the future. With the advance tech- 
nology, there ever-growing need for 
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the training and retraining men and 
women almost every phase industry, 
People must learn use new arts effec- 
tively, find new markets for new products 
and services, and function best advantage 
new forms organization. short, in- 
dustry the years ahead faces tremendous 
task education, and industry cannot 
earn the means, the task simply not going 
done well. put another way, the 
country well aware that the schools face 
problem unprecedented scope. But 
all know, education not completed 
school; only begins there. This the recur- 
rent theme every college commencement, 
and with good reason. Starting where the 
schools leave off, industry must shoulder 
considerable part the total responsibility 
for future education—quite apart from its 
financial contributions the schools. 


PLANT AND ENGINEERING 


Another aspect what choose call the 
vital causative function profit lies 
the area engineering and building plant 
facilities. Let look example drawn 
from the telephone business, which must 
make heavy investment physical plant 
order serve its customers. 

telephone engineer called de- 
cide what size telephone cable should 
installed serve growing neighborhood. 
knows must serve perhaps 200 homes 
immediately. also reasonably confident 
that, another couple years, possibly 200 
more homes will want service. Putting 
cable today that big enough serve all 
400 homes will obviously cost more now than 
putting one that will serve only 200. The 
carrying charges will higher, too, 
course. But the engineer puts the cable 
today that will serve only 200 homes, and 
another equal size needed two years 
later, the total cost and carrying charges will 
considerably more the long run. 

what will the engineer do? 

the company working for hard 
up, will have put the smaller cable 
because that cheaper now, even though 
obvious that this course will more ex- 
pensive the end. If, however, the com- 


BUSINESS HORIZONS 


GOOD PROFITS PROMOTE PROGRESS 


pany good financial shape, can 
readily get the capital needed for investment 
the larger cable, and the general level 
earnings permits absorbing the higher 
carrying cost the bigger cable until its full 
capacity utilized, then the engineer will 
encouraged install the bigger cable. 
Again point out that good profit favors 
doing what ought done. 


commonplace that profit the 
prospect profit necessary attract capi- 
tal. Less emphasized, but less important, 
the fact that healthy profit countless 
instances promotes capital’s effective and 
efficient application. The example have 
cited not isolated instance; telephone 
people, and doubt others many dif- 
ferent lines business, have make thou- 
sands decisions like the one mentioned 
above. the making all such decisions, 
reasonable present prosperity helps pro- 
mote long-run economy and progress. 

the last year so, much public atten- 
tion has centered the fact that large 
proportion America’s industrial plant 
growing old. Surveys that have been made 
indicate that about third now 
old and inefficient that ought 
scrapped. The Secretary the Treasury has 
said that the average age the nation’s 
plant twenty-four years, and the President 
has observed that some two-thirds our 
machine tools are more than ten years old. 

Aging plant progressively more inef- 
ficient. need modernize our produc- 
tive facilities compete more effectively 
world markets, help balance our inter- 
national payments, and create job oppor- 
tunities for our growing work force. Why 
then does industry retain much old and 
inefficient plant? One important reason 
that our tax laws not allow industry 
enough depreciation expense, either total 
year year. The result understatement 
true costs, corresponding overstatement 
income, and, consequence, tax 
capital. (Any levy proper expense that 
the law requires mislabeled income 
must levy capital; cannot any- 
thing else.) any event, adequate depre- 
ciation plus adequate real profit has been 
made impossible. 


have been arguing conviction that 
good profit works favor productive 
efficiency. seems that the apprehen- 
sions about inadequate depreciation and the 
movement find some remedy support this 
argument. essence, what have here 
growing concern that capable and effec- 
tive businesses should able earn the 
real profits they need order become 
more productive. Maybe some people 
government have not thought the matter 
through this way; they have not, wish 
they would. Knowing the problem for what 
really might lead also better under- 
standing the function profit other 
respects. 


LEAN Not 


The main effort this article has been 
suggest the meaning concept that says 
that profit not something merely residual, 
but causative and energizing. this point, 
however, someone may well say, “Look here, 
this all very well, but are you really talk- 
ing about profit per and how much 
there ought be? seems you are 
talking rather about some the things 
well-managed business needs before 
that residue. There are other accomplish- 
ments that are also important: good wages 
and working conditions, for instance, safe 
working practices, research and develop- 
ment, the introduction new products and 
services, alertness consumer needs, and 
on. long you accomplish these and 
still have something left over, this what 
really counts, isn’t And where your 
proof that the residue, the profit, needs 
more than minimal?” 


can only answer that last question from 
actual experience manager, and this 
experience has convinced that the qual- 
ity management performance influ- 
enced every aspect the prospect 
good earnings the one hand, lean 
leavings the other. For evidence, have 
turn again events the Bell System. 
This not intended special pleading, and 
hope will not interpreted. The fact 


simply that speak from experience, 
necessary refer it. 

Our over-all earnings situation the 
years soon after the war was poor. the 
early there was slight improvement, 
and the last few years there has been 
further improvement. What one may trace 
rather easily, earnings have risen, 
acceleration that markedly in- 
crease the quality, dependability, and con- 
venience the service rendered. 

For example, measure the quality 
telephone transmission terms how 
people might hear each other they were 
conversing quiet open field. 1950, 
transmission the average long distance 
call was though the talkers were standing 
feet apart. the ten years following, this 
distance was reduced some per cent—to 
about feet. But with better profit mar- 
gin hand, are now working pro- 
gram cut the distance down less than 
feet 1970. This will make enormous 
difference the ease conversation. 

Perhaps has been noticed also that 
Bell System earnings improved the later 
1950’s, there came succession new tele- 
phone instruments and systems for homes 
and offices. Direct distance dialing spread 
rapidly that today about three-quarters 
all our customers can dial their own calls 
all parts the nation. Ocean telephone 
cables Europe, Alaska, and Hawaii have 
resulted great improvement over- 
seas services. 

Today program under way sharply 
reduce the occasions when people wanting 
telephone the busier periods the day 
will find circuits available. Another im- 
portant project construction bomb- 
system across the continent. Our direct dis- 
tance dialing program proceeding 
schedule that will make such calling avail- 
able nearly every Bell System customer 
the next four years. Means for automati- 
cally identifying the calling number are be- 
ing installed under accelerated program. 
Data-Phone services, which enable machines 
communicate with other machines 
through the regular nation-wide telephone 
network, are being rapidly extended. Mil- 
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lions dollars are being spent for the de- 
velopment communications satellites that 
may permit global communications, includ- 
ing television and data well voice 
transmission, scale hitherto impossible. 


Were the profits the Bell System today 
better than they were the and 
well into the would impossible 
for push ahead with anything like the 
same vigor. And could not maintain 
good earnings, would necessarily have 
put checkrein forward undertakings. 
Prudence would demand this. 


Not that profit can ever should as- 
must worked for and earned 
every sense the word. But the ultimate 
end sight meager, few managers will 
bend extra effort develop and proceed 
with new and useful long-range projects 
that increase current costs, build addi- 
tional excellence into their product, take 
special pains with their maintenance, 
spend either million dollars hundred 
make their plant and facilities more 


efficient. More likely, they will feel pressed 
move the reverse direction. They may 
compromise quality; they may skimp 
maintenance, even none for long 
possible. They may rely protractedly the 
outmoded and outworn. Against his better 
judgment, against all his instincts the 
job well, the manager pushed into 
ill-advised corner-cutting, into expedients 
and substitutes, into deletions and omissions 
that may not show immediately but will 
ultimately sap the long-run vigor and 
strength the enterprise. short, has 
hope prosperity the means that will 
most benefit his customers and his company, 
which give real value and earn 
equivalent reward, forced into the situ- 
ation trying keep integrity his 
financial statements taking away from 
his business. 


THE BROADER VIEW 


Earlier this article put some stress 
the difficulties get into admire profit 
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cannot half for profit and half against 
it. wonder the reason some the critics 
profit get into this situation may not 
that they see business managers dedicated 
solely profit. Perhaps some managers are 
dedicated. However, observation 
that most them have broader view. 
business like the one in, the question 
ever present, “Which comes first, service 
profits?” Our license, course, only 
serve, nothing else. But answer the ques- 
tion separating the one from the other 
difficult indeed. Years ago, the answer was 
given these words, and find hard 
improve them: “We must serve well 
prosper. must prosper serve well.” 


have omitted from this discussion such 
obvious point the fact that prosperity 
pays taxes. All appears necessary say 
that the government wants revenues, the 
government will more than give lip serv- 
ice the profit goal—it will really encourage 
the making real profits, and rejoice the 
result. 
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discussion business profits can 
conclusive. But refer again the study 
mentioned the start, where there over- 
whelming evidence that profit, performance, 
and progress are intimately linked, may 
there not wisdom accepting the likeli- 
hood that profit fact essential con- 
tributing factor? realize that economics 
not exact science. the same token, 
however, seems necessary say that 
theory that denies causative, creative role 
business profits can taken definitive. 
From experience and observation, per- 
suaded that good profits not only accompany 
and make manifest sound progress, but 
fact make important contributions it, 
and must regarded essential pro- 
mote economic growth and the achievement 
desirable economic goals. Only 
economy which industry 
ment see eye eye this, and work 
harmony nourish business profit, will 
realize its full potential creating produc- 
tive efficiency, delivering the greatest 
value the consuming public, and rais- 
ing living standards. 


THE Spanish proverb says, “He who would bring home the wealth 
the Indies must carry the wealth the Indies with him.” travel- 
ing: man must carry knowledge with him, would bring home 


knowledge. 


—SAMUEL JOHNSON 
Life Johnson 
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suggestions for TAX 


anyone doubts the importance 
tax reform for the United States 
1961, let him read the thousands and thou- 
sands pages testimony presented 
the Congress recent With such 
stockpile evidence and advice already 
hand, appropriate inquire what, 
One can only hope that, during one the 
inevitable shifts the political and eco- 
nomic environment, reformulations evi- 
dence and argument will set motion the 
machinery tax legislation. 


Mr. Shere Professor Economics and Director 
Tax Research, Indiana University. The author 
thanks his colleagues, Henry Oliver, George 
Stolnitz, and James Witte for their critical read- 
earlier draft this article. 
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REFORMS 


basically concerned here with the 
long-run structure the federal, state, and 
local tax systems, rather than with the level 


sampling this testimony might include: 
Federal Tax Policy for Economic Growth and Sta- 
bility, Joint Committee the Economic Report 
(Washington: U.S. Printing Office, 1955), 
929 pp.; 

Economic Report the President, Hearings be- 
fore the Joint Economic Committee (January, 
1957), 792 pp. (see pp. 423-72 for the 
study “Federal Tax Revision Promote Economic 
Growth and Stability” 

Topics Pertaining the General Revision the 
Internal Revenue Code, Hearings before the Com- 
mittee Ways and Means (January-February, 
1958), 3,588 pp.; 

Compendium Papers Broadening the Tax 
Base, Committee Ways and Means (November, 
1959), 2,382 pp.; 

The 1961 Tax Recommendations the President, 
Hearings before the Committee Ways and Means 
(May-June, 1961), 3,612 pp. 


wid 


taxation and the strategy tax reform. 
There escape, however, from these 
more controversial aspects the problem. 
tax system if, concurrently, feasible 
reduce taxes some taxpayers without 
compensatory increases others; and 
still easier, practical, reduce every- 
body’s taxes. 

Politically, may necessary dangle 
before the electors the prospects tax re- 
form that would help reduce taxes, reduce 
the public debt, increase grants and other 
payments state and local units govern- 
ment, catch the billions essential 
public expenditures still backlog from the 
great depression and war, reduce the in- 
equality living standards, level the in- 
equalities between the less and the more 
developed countries, and, above all, increase 
expenditures better safeguard freedom. 
All this may attainable both economically 
and politically, with without tax reform, 
without inflation, and, less certainly, with- 
out prejudice economic growth. All this 
possible, not pure fantasy, only could 
control time. Politicians are even more fuzzy 
than economists handling this critically 
important element. 


THE STATE THE ECONOMY 


The American economy virile. Despite all 
the lamenting over its unsatisfactory pace 
development the post-World War 
period, its performance should not cause 
hang our heads shame. You and 
may not proud the output mix—of the 
quantities inputs dedicated, say, the 
output liquor the proliferation 
automobile models. might have pre- 
ferred more investment plant, machines, 
equipment, and people (through health 
and education programs), all which 
would have contributed more good life 
and better opportunity live it. But 
cannot charge these shortfalls stagnation 
the American economy. Rather, they 
reflect failure political and economic 
management, entirely different matter 
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with significant import for future fiscal 
policy. 

long cyclical fluctuations prevail, 
substantial gap will show between the actu- 
years, and any reasonably posited bench 
mark full capacity. The recent debate 
the post-World War performance the 
American economy more sophisticated 
than the preceding observation implies. The 
difference interpretation the facts re- 
sults from attempt read, from the per- 
formance peak points, whether secular 
deterioration under way whether the 
cycle-to-cycle differences, the shortfall 
actual peak from potential capacity, re- 
flect more than the usual variations 
the patterns different business cycles. For 
scientific results, how many such points are 
needed establish trend? Perhaps can 
agree that the correct answer more points 
than the three that are available. The fourth 
point, which the making, will not help, 
for, always, will clearer some 
than others that special forces are operating 
re-establish the respectability the 
American economy’s performance. The peak 
now patiently expected before the 
end 1962. 


If, fact, another post look shows 
that the American economy was stunted 
excessive taxation over the whole the post- 
World War period, consideration should 
given removing this obstacle least 
offsetting alternative measures: 
easier money, stepped-up public expendi- 
tures, and forth. Increased emphasis 
growth, such reoriented combination 
economic policies implies, could lead 
more inflation with serious domestic and in- 
ternational complications. planning tax 
reform, the critical question whether in- 
flation can kept bounds the mix 
level taxation. 


ROLE THE LATENT SURPLUS 


Whether latent surplus? should play any 
part changing the level taxation tax 
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reform depends, again, time. 1957, 
stressed the significance latent surplus. 
Optimistically, believed that improve- 
ment the international situation made 
practical hold the line defense ex- 
penditures, might catch substantially 
essential nondefense expenditures and 
reduce taxes without inflation. This opti- 
mism was based the well-known capacity 
the American economy expand and, 
with it, the public revenues even 
faster rate, coupled with faith our politi- 
cal maturity and our ability legislate 
the essential public programs faster than 
the ability provide the re- 
sources required implement them. 
realized less fully than now the urgency for 
massive assistance the less developed and 
densely populated areas the world, par- 
ticularly communist activity increases. 


Beyond this, perhaps all still fail 
realize the importance speeding 
domestic programs designed strengthen 
the economy and wipe out pockets 
poverty and disease. And the international 
situation has worsened, not improved. has 
become increasingly clear that the course 
events compels compress greater 
achievements into shorter periods time. 
This has significant impact for American 
tax policy. There now less need, not more 
need, stress the potential the latent 
surplus. Indeed, what should 


The concept latent surplus relates the 
long-run outlook for the budget. is—and for pres- 
ent purposes can remain—loosely defined. the 
receipts side, the existing tax structure and rates are 
assumed. the expenditures side, the view most 
favorable the emergence the latent surplus 
that public expenditures will grow secularly about 
the same rate less favorable view that, 
under prevailing national and international pres- 
sures, public expenditures will for some time in- 
crease faster rate than Such rate ex- 
penditures may well overtake the rate increase 
revenues, which normally exceeds that GNP. 


Anything that has adverse effect the rate 
increase GNP darkens the outlook for emerging 
surplus, because the shortfalls affect the 
receipts side more than the expenditures side. 
still live world where the business cycle must 
reckoned with; may have trapped but have 
tamed it? Instability continues the arch enemy 
growth 
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relation the rest the world—keep 
our powder dry, renew decayed spots, and 
invigorate the American economy pro- 
viding needed public facilities—the latent 
surplus will vanish and more; higher taxes 
may well required for substantial pe- 
riod. all depends how quickly some 
the essential programs will need 
activated. public expenditures can 
stretched over long periods time, the 
latent surplus becomes more distinct and 
looms larger, and with the prospects for 
tax reduction. But forces beyond our control 
are work; these may call for huge out- 
lays year, instead five years, and 
decade, instead five decades. Politically, 
step-up expenditures designed im- 
prove international conditions tends in- 
terlock with pressures for higher expendi- 
tures domestic programs. The control 
the budget becomes difficult only when cir- 
cumstances require that some sector suffer 
the expense another. 


This time for timidity. The affluent 
consumer the luxurious domain the 
private sector may need asked 
give something the public sector the 
form higher taxes their contribution 
higher rate saving, investment, and 
growth. will require political courage 
ask them for this adjustment the disposi- 
tion their income—more courage than 
assure them that all can left latent 
surplus. 


The high level the combined govern- 
mental budgets the United States 
throughout the post-World War period 
has been significant expansionary force. 
Those who fear inflation have rightly fixed 
their sights the persistent upward trend 
these budgets and marked them for care- 
ful scrutiny. These high-level budgets are 
expansionary even when they are balanced, 
but particularly when they are not. The 
stimulation provided the high-level budg- 
ets may well have more than offset the budg- 
etary surpluses and the depressive impact 
high taxes, which over the same period 
ranged from over per cent over per 
cent net national product (gross national 
product less capital consumption) and ex- 
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ceeded per cent all but three the 
fifteen postwar 

The latent surplus myth; its impor- 
tance not underestimated. But will 
vary with projections gross national prod- 
uct, which are affected many factors: 
the rate increase the labor force, the 
length the work week, the rate im- 
provement productivity, and forth. 
will vary also with projections public ex- 
penditures based upon existing and prospec- 
tive legislation. Small changes the as- 
sumptions sometimes result large changes 
long-term projections; this tends under- 
mine confidence their usefulness policy 
guides. point this out, not emphasize the 
whimsical nature the latent surplus, but 
stress that is, least that may be- 
come, critically important shift policy de- 
liberately accomplish more quickly 
what less urgent circumstances would 
done more gradually. This need for shifting 
policy the arch enemy the latent sur- 
plus. fact, the level taxation may need 
raised avoid substantial deficits and 
inflation. not politically wise say 
this, then least let refrain from over- 
emphasizing the potency the latent sur- 
plus, particularly without specifications 
regard timing. 


TAX REFORM AND GROWTH 


The general import and conclusion these 
introductory remarks that U.S. tax reform, 
undertaken the near future, will need 
travel the hard road revenue balance 
within the system even the harder road 


The view that rising public expenditures, even 
when balanced revenues and some extent more 
than balanced, can result significant increase 
the nation’s marginal propensity spend based 
the elementary consideration that government 
more certain and rapid spender than individuals 
and businesses. But more proof needed sub- 
stantiate this position. not know the change 
distribution disposable income that resulted 
from the increased outflow government payments 
and the increased inflow tax revenues; nor 
know much more than the direction the incentive 
effects the higher taxes associated with the higher 
level expenditures. The conclusion reached 
the nature guess, but believe that not 
wild guess. 
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tax increases, rather than the easy road 
tax reduction. 


Fortunately, begin the task federal 
tax reform with basic structure that, for all 
its shortcomings, has not been major ob- 
stacle growth and stability. expect this 
appraisal challenged sharply all 
who stress its complexity and the creaks and 
pains its every joint and muscle. tax 
system (federal, state, local) that relies 
income and profits taxes the extent 
per cent more highly responsive 
economic fluctuations. The quality our 
tax system ranks high this score com- 
parison with most, not all, other countries. 


Since the structure, strength, and salient 
features the American tax system are 
the whole sound and satisfactory, need 
only make some major adjustments, the bet- 
ter fulfill generally accepted and some- 
times conflicting goals, such the promo- 
tion growth and stability, simplification 
administration and compliance, reduction 
inequalities wealth and income, elimina- 
tion discrimination, and forth. Al- 
though have already attained high level 
affluence, top priority should perhaps 
assigned increasing the rate growth 
there conflict goals. Our hand forced 
this choice, for are competition with 
regimented economic system under guid- 
ance that threatens destroy and cap- 
ture the uncommitted world. must as- 
sured resources adequate defend free- 
dom, preserve our standard living, and 
erase pockets poverty home and wide- 
spread poverty abroad. 


cannot agree the attainable rate 
growth, largely because cannot agree 
the possibilities cutting into expected 
rates improvement our living standards 
and because not realize clearly that 
arithmetic imposes inflexible limitations 
the rate growth already highly in- 
dustrialized society. agree, however, 
that active policies should pursued get 
higher rate increase output, particu- 
larly the type required promote growth. 
Tax reform can play important role 
such policies. 


have far considered the over-all fed- 
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eral, state, and local tax system order 
provide appropriate background for the 
appraisal specific proposals. Now 
compelled space limitations confine 
remarks federal tax reform. Actually, 
radical change the tax systems the 
state and local governments prospect 
for the near future. For reform these sys- 
tems, must continue look the spade- 
work thousands governmental units 
and leadership the recently created co- 
ordinating Advisory Commission Inter- 
governmental Relations. But cannot leave 
the state and local arena without comment 
the property tax. tax that yields nearly 
$17 billion per cent all tax revenue 
the United States should not allowed 
flounder weak and discriminatory ad- 
ministration. the independence local 
government preserved, then more 
equitable standards assessment, collec- 
tion, and general administration the prop- 
erty tax must become reality, not subject 
perpetual debate and despair. the states 
cannot assume responsibility for this reform 
themselves, they should try enlist the 
help the federal government its 
strong tax administrative services. Good ad- 
ministration the property tax not un- 
related improved administration the 
income tax, federal well state. 


FEDERAL REFORM SUGGESTIONS 


After abortive start federal tax 
reform has been put the agenda for 1962. 
not intend write the 1962 federal tax 
bill review systematically the Presi- 
dent’s 1961 recommendations. Instead, 
plan discuss few the more important 
incremental changes; each change, particu- 
larly combination with the others, would 
significantly improve the federal tax system. 
The approach selective rather than com- 
prehensive, and importance should 
attached the order the items. 


DEPRECIATION 


that, after the postwar burst investment, 
our plant still old and our machinery and 
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equipment are aging pace that threatens 
our competitive position world markets 
and our aspirations for security, expanding 
employment opportunities, and rising living 
standards. 

All nations, the more and the less indus- 
trialized, have adopted one form another 
accelerated depreciation stimulate in- 
vestment and thereby speed the rate 
economic development. 1954, the 
United States joined this movement. While 
the primary objective was growth, acceler- 
ated depreciation also mitigated some the 
tax problems that had their origin infla- 
tion. period rising prices, im- 
possible replace the assets going 
concern out depreciation funds alone 
depreciation limited original cost.* 
dynamic economy, with attending price in- 


agree with colleague James Witte, who 
would qualify this statement follows: 

“There are least two major qualifications the 
familiar allegation that depreciation charges are 
inadequate enable firms recover their original 
capital costs periods rising prices. First, when 
positive net investment taking place each year, 
must growing economy, there continual 
reduction the average age the capital stock, 
although the force this point might reduced 
the recognition the possibility unanticipated 
obsolescence. depreciation charges are based 
one the acceptable formulae which employ orig- 
inal cost base, then depreciation charges must 
recover original costs prior the date scheduled 
replacement. steadily growing economy the 
social accounting item called “capital consumption 
allowances’ must therefore greater than actual 
replacement expenditures the trend prices 
constant, and can equal less than replace- 
ment expenditures only there upward trend 
prices. Not any increase prices sufficient, 
however, eliminate this gap between original cost 
depreciation charges and current replacement costs; 
the rate inflation must above some critical 
value. 

“Second, what the meaning replacement 
capital maintenance? one follows Hicks 
defining income the highest rate consumption 
consistent with the maintenance intact one’s 
capacity consume this rate the future, then 
capital maintenance consists replacing existing 
assets with assets the same productivity. 
technically progressive economy, the quality 
capital goods improves over time, which implies 
that the real cost capital maintenance declines 
with the passage time. Unless the rate inflation 
the prices capital goods higher than the rate 
decline the real cost maintenance, 
depreciation charges based orginal cost are ade- 
quate provide for capital maintenance.” 
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stability, the longer the write-off period, the 
greater the chance that normal depreciation 
will fail match real depreciation. While 
falling short “latitude,” the 1954 legisla- 
tion (which allowed, for example, the 
declining balance method twice the 
straight-line rate met part businessmen’s 
demand for the privilege expense capital 
outlays. also eliminated much the 
bickering with the Treasury. 

While complete latitude would have pro- 
vided the maximum incentive investment, 
particularly the longer-lived assets where 
risks are greatest, important consider 
that revenues were protected, higher 
taxes taxpayers not favorably affected 
liberalized depreciation would needed.® 
This, turn, would offset much the stim- 
ulus investment brought about the 
higher depreciation rates. Over period 
transition the new depreciation system, 
liberalized depreciation involves 
stantial revenue loss permanent de- 
ferral taxes. also tends toward instabil- 
ity; the pattern tax reduction implied 
liberalized depreciation perverse, since 
investment expands more prosperity than 
recession. 

Between 1954 and 1961, the merits the 
1954 liberalization were seriously debated, 
with not few proponents for equivalent 
uniform reduction the corporate income 
tax even other taxes. The turn toward 
investment incentive plan 1961 
stemmed from pessimistic reading the 


Actually, liberalized depreciation would require 
more than replacement the revenue. the econ- 
omy stable equilibrium and remain after 
liberalization depreciation, and public expend- 
itures are not reduced, then private con- 
sumption must reduced the amount the 
increase investment. This requires increase 
taxes that greater than the increase investment, 
because some the taxes will cut savings rather 
than consumption. How much greater depends upon 
the type tax used recoup the revenue and 
maintain stability. The more regressive the impact 
the tax, the less will taxes need exceed the 
increase investment. For practical reasons, may 
necessary replace the revenue loss with taxes 
that more nearly approximate the incidence the 
revenue lost, which case the required increase 
the level taxation could turn out substantial. 
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performance the American economy 
the latter part the The rate 
growth declined below historic levels, par- 
ticularly below the growth rate the post- 
war years. This alarming, even can- 
not sure that the decline constitutes 
downtrend. circumstances unabsorbed 
unemployed, balance payments difficul- 
ties, and deterioration international af- 
fairs that requires increased resources for 
defense and the preservation living stand- 
ards, nobody disposed criticize the 
President for pointing the potential and 
imminent danger from slowdown the 
rate our economic growth. 


The failure the Congress respond, 
despite official warnings that “there not 
moment lose,” stems from disagreement 


This plan was take the form tax credit 
per cent all new plant and equipment invest- 
ment expenditures excess current depreciation 
allowances; per cent such expenditures below 
this level but excess per cent depreciation 
allowances; and with per cent the first $5,000 
new investment minimum credit. over-all 
limitation did not permit the credit reduce tax 
liability any one year more than per cent. 
The credit was separate from and addition 
depreciation the eligible new investment 
cost. applied only assets with life six years 
more. Investments public utilities, other than 
transportation, and investment residential con- 
struction (including apartments and hotels) were 
not eligible. 
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primarily with business, but also among the 
experts over technical aspects the Presi- 
dent’s proposal. Stripped detail, these 
differences seem boil down distaste 
for two aspects the recommended for- 
mula: the fact that discriminated favor 
new and rapidly growing businesses, 
opposed slowly growing and established 
businesses; and that also favored those es- 
tablished businesses that invested more than 
one-half their ordinary depreciation al- 
lowances, opposed those that invested 
less. Business resented what regarded 
attempt government interfere with 
management decisions invest not 
invest, much resented the 1936-39 un- 
distributed profits tax pressures dividend 
policy. was argued, with considerable 
plausibility, that across-the-board liberalized 
depreciation the 1954 pattern would 
more equitable and less complex. Less con- 
vincing was the testimony the effect that, 
dollar for dollar revenue cost, the proposal 
would also less efficient than liberalized 
depreciation and that would less for 
small business. 


These less convincing arguments are 
based alleged facts, which presumably 
are the custody privileged diligent 
few. The alleged facts are these: 


First, small business receives less favor- 
able depreciation rates because com- 
pelled the Treasury’s cruel rule 
book. Big business, the other hand, can 
and does get better rates the basis ex- 
pensive evidence that alone can afford 
prepare. The first requirement, then, 
reform the Treasury’s alleged discriminatory 
depreciation practices and align the rates 
between small and big business. 


Second, business tends invest all 
fixed percentage its depreciation reserves 
more less mechanically some rule-of- 
thumb basis. this so, the President’s 
formula inefficient. calls for tax credit 
instead increase the allowable de- 
ductions from gross income. Moreover, this 
tax credit addition ordinary cost de- 
preciation; hence, has the effect forgiv- 
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ing the business (individuals, partnerships, 
and corporations part its tax liability. If, 
instead, the extra depreciation took the form 
deduction excess 100 per cent 
cost, this too would reduce taxes perma- 
nently—but with this alleged difference: 
extra depreciation takes the form de- 
duction from gross income, then the high- 
salaried business managers, operating their 
rule thumb, would automatically send all 
fixed proportion reserves into invest- 
ment, but the increased depreciation takes 
the form tax credit, taxes are affected 
but the depreciation reserves are not. There- 
fore, according the rule-of-thumb theory, 
investment not affected. The thumb 
frustrated. One who not privileged 
know precisely how business management 
really operates can only express skepticism. 
Fact allegation, such considerations 
helped destroy the President’s proposal. 

The major decision further liberalize 
the 1954 liberalized depreciation was doubt- 
less sound. One can less certain about the 
lesser decision breach the principle 
limiting depreciation 100 per cent origi- 
nal cost, but combination considerations 
could justify it: the urgent need step 
the rate investment and belief that the 
extra stimulus would substantial. Beyond 
that, easy exaggerate marginal dif- 
ferences from alternative formulas, such 
the impact differential prices and forth. 


INCOME TAX 


taxes business are reduced selectively 
through stepped-up depreciation, was 
done 1954 and recommended 1961, this 
should not left out consideration when 
tax rates are being reviewed. Marginal rates 
remain unaffected, but the tax base shrunk 
liberalized depreciation. Taxes are re- 
duced unless the tax base broadened 
compensate. This involves reducing elimi- 
nating other deductions. Alternatively, the 
tax rates must raised somewhere else. 
The considerations that point the need 
for further liberalization depreciation 
point also need for reduction the mar- 
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ginal corporate rates. suggest that the 
per cent rate reduced per cent and 
the applicability the per cent marginal 
rate extended from $25,000 to, say, 
$100,000. addition, step should taken 
the direction reducing taxation 
distributed corporate profits. 

Double taxation significant primarily 
because affects investment incentives. 
With excessively high individual and high 
corporate income tax rates, the wealthy in- 
vestor left little return, particularly when 
the investment risky. For political reasons 
alone, the approach the elimination 
double taxation will need gradual. 
However, economic considerations are 
harmony with this approach. excessively 
rapid shift from taxes that impinge more di- 
rectly upon savings and investment those 
that impinge more directly upon consump- 
tion could stifle our high output economy. 
seems desirable tackle the double 
taxation problem replacing the present 
defective $50-dividend exclusion and 
per cent tax with new deduction 
under the corporate income tax per 
cent dividends paid out. The deductions 
should raised gradually per cent 
circumstances permit. Thus double taxation 
would substantially mitigated; not, 
however, expect eliminated com- 
pletely. preference for deduction for 
the corporation, instead credit for the 
individual dividend recipient, stems from 
the uncertainty the incidence the cor- 
poration income tax. There little point 
relieving the dividend recipients from bur- 
den that they may not have borne. They 
not bear that portion the corporation in- 
come tax which shifted. 

the case liberalized depreciation, 
deduction for dividends paid would 
tantamount tax reduction selective 
basis. Together with liberalized depreciation 
and reduced taxes, the combined tax reduc- 
tion would constitute substantial improve- 


The defects this provision are clearly analyzed 
the hearings the President’s 1961 tax recom- 
mendations. 
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ment the investment climate for business 
and should contribute appreciably 
higher rate growth. 


INDIVIDUAL INCOME RATES 


The individual income tax rates are cer- 
tain extent inequitable 
growth, and they fail contribute ade- 
quately our pursuit ever higher de- 
gree economic stability. More specifically, 
the top rates, which reach per cent, are 
both arbitrary and prejudicial 
nomic incentives; the three-schedule system, 
which differentiates the basis marital 
status, discriminates unnecessarily against 
single persons and heads households; and 
progression, which overdone the top 
the income scale, underdone the bot- 
tom, being left exclusively the effect 
personal exemptions. The starting rate 
per cent the only rate that affects about 
three-quarters the taxpayers. 


Cutting the Rate the Top would 
cost little revenue scale the progression 
the top maximum of, say, per cent. 
The present rates are legacy from the war. 
For administrative reasons, was not feas- 
ible apply either the excess profits tax 
excess income tax war-created indi- 
vidual incomes. Also, successive increases 
the starting individual income tax rate, made 
necessary war finance, had compen- 
sated, largely for political reasons, rate 
increases all along the line. That explains 
how got per cent. 

Nobody defends these excessive rates. 
Fortunately, not have, either party, 
extremists who are disposed make politi- 
cal case for them. Yet have continued 
live with excessive top individual income 
tax rates for more than fifteen years. The 
damage inflicted the economy can easily 
exaggerated; the revenue cost reduc- 
ing these rates relatively small, so, all 
probability, their economic impact. But 
incentives are delicate matters. can ill 
afford ignore the potential ill effects 
these excessive rates investment and, 
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though here the effects may milder, 
the development and deployment the 
skilled segment the labor force, particu- 
larly the business managers. 


Eliminating Two Rate ef- 
fect, have three rate schedules that are 
applicable according marital status. Mar- 
ried couples are treated most favorably, sin- 
gle persons least favorably, and heads 
households given roughly half the conces- 
sions the blissfully married. Couples filing 
separate returns are treated harshly 
single persons. For example, the marginal 
rate per cent the dollar excess 
$16,000 single person’s income, per 
cent for the head household, but only 
per cent for married couple. Since 1948, 
response the vexing community property 
laws nine states, married couples are al- 
lowed aggregate their incomes and de- 
ductions and split their returns 50-50 
basis, with all the benefits that this implies. 
single person with substantial income 
saved thousands dollars tax each year 
acquiring wife, and the married man 
suffers tax burden the loss his wife. 
The tax differences are arbitrary, varying 
with size income. They were not deliber- 
ately planned that way. now know 
several better methods handling the com- 
munity property tax problems; might, 
for example, extend full income-splitting 
all single persons and heads families, thus 
scrapping two the present three rate 
schedules. 


Splitting the First the 
first bracket income were subdivided into 
least two parts, the fairness the tax and 
its responsiveness changing economic 
conditions would materially improved. 
The personal exemptions provide substan- 
tial progression for the lower incomes even 
with the flat starting rate per 
cent, the only rate applicable such large 
aggregate taxable income. 
But the progression largely offset the 
state and local taxes. Splitting the 
first bracket would help obtain desirable 


degree over-all progression for the great 
majority taxpayers. 

These three improvements the federal 
income tax would lose substantial amounts 
revenue, unless appropriate adjustments 
were made the rates from top bottom. 
Conflicting considerations equity and in- 
centives would need resolved. the 
past, this conflict has always been resolved 
postponing the split the first bracket. 
small step would represent progress even 
if, for practical reasons, the starting rate 
could not now dropped much below the 
present per cent. 


INDIVIDUAL AND CORPORATE INCOME TAX 
BASES 


Before getting involved the problem 
rate adjustments required hold the line 
revenues, important explore the 
possibilities broadening the tax bases for 
both the individual and the corporate in- 
come tax. 

Since over one-quarter personal income 
protected from individual income tax 
the allowable personal exemptions $600 
per capita, there strong argument against 
further narrowing the tax base and thereby 
raising marginal rates, which would ad- 
versely affect economic incentives. Particu- 
larly vulnerable are all nonbusiness items 
deduction that have developed planless 
way, partly logrolling basis and partly 
basis sentimental, rather than eco- 
nomic, considerations. would possible 
finance much the federal tax reform— 
not the tax reform the individual income 
tax alone—and still have something left over 
for rate reduction, there could stricter 
enforcement (to help shrink nonreported in- 
come and increase the scrutiny non- 
taxable returns and if, simultaneously, most 
the exclusions, exemptions, and deduc- 
tions were eliminated. 

Since these problems have been fully dis- 
cussed the literature, need only recall 
few key issues. 


Percentage depletion for the extractive 
industries, which allows tax-free recovery 
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the extent several times the original cost 
the assets. 

Percentage depletion perhaps the out- 
standing example tax issue which 
highly controversial that little progress can 
expected from normal legislative proce- 
dures. Elsewhere have recommended, 
therefore, that with respect this and other 
such issues, the Treasury should try even 
harder work out basic agreements with 
the respective industries, advance the 
debate and testimony before the Congress. 
Only residual matters choices between 
alternative solutions should left for the 
Congress decide upon. Where private and 
public interests clash, where there lack 
essential evidence the capacity and 
good will accommodate differences, the 
customary informal negotiations between 
taxpayers and Treasury must supple- 
mented special studies and reports de- 
signed give the Congress better chance 
deal with the issues responsible way. 

Since are prepared far the 
direction stepping depreciation, 
would not appear logical far the di- 
rection stepping down depletion. But 
must some distance the taxpayers 
general are retain their faith the fair- 
ness the burdensome taxes that troubled 
world compels them bear, and may com- 
pel them bear for decades. 

tal item, but not necessarily sin against 
desirable public policy. Granting the need 
nourish incentives but without yielding 
more than that, let re-examine the law 
affects exploration and development ex- 
penses and integrate the treatment these 
expenses with the depletion provisions. 

accounting sin and sin against 
public policy depreciate excess cost, 
why not apply the same standards deple- 
tion? If, matter public policy, the 
President prepared give the tradi- 
tional bench marks for depreciation, let 
not continue cry shame when the extrac- 
tive industries want insist continuing 
percentage depletion the name the 
same policy objectives. 


This goes farther than some are pre- 
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pared go, least cheerfully. But let not 
forget that, addition more liberal depre- 
ciation, the President also supported dis- 
crimination the interest efficiency. 
apply depletion, this means that the 
rates percentage depletion should bear 
some plausible relationship the needs for 
incentives, which vary from product prod- 
uct. Thus taxpayer might allowed 
write off 200 per cent the cost (possibly 
including exploration and development ex- 
penditures) for one product but only 150 
per cent for another. Similarly, response 
essential incentives and public policy re- 
quirements, existing discriminations 
tween (1) deposits the United States and 
deposits abroad, and between (2) alterna- 
tive forms organization American ex- 
tractive industry operations abroad should 
widened narrowed. The Congress will 
require more evidence than now available 
before can expected accept this 
conclusion. 


The exclusion half long-term capital 
gains and the favorable alternative capital 
gains tax rate that differentiates capital gains 
from other income. 


Here another highly controversial prob- 
Congressional treatment. more contro- 
versial and affects more taxpayers than 
percentage depletion. The capital gains pro- 
visions have been more persistently 
saulted and more frequently revised than 
most segments the income tax, but the 
law still far from satisfactory. 

away practicable from the present system 
segregating and differentiating capital 
gains (and losses) from other income, for 
these features the present provisions 
that are responsible for inequities and en- 
forcement problems. 

substantial distance toward 
these provisions that the income tax 
would become fairer while contributing 
more the growth and stability the 
economy. 

Capital gains and losses are split into 
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short- and long-term gains and losses the 
six-months dividing line. the case both 
individuals and corporations, per cent 
net long-term capital gains may excluded 
and subjected alternative rate per 
cent. Thus the effective rate per cent. 
Individuals may elect include per 
cent such gains with other income and 
subject them the generally applicable 
rates. Since the taxation long-term capital 
gains may become highly favorable com- 
parison with the taxes applicable other 
income, one would expect that the features 
which bring this result about—the dividing 
line between short- and long-term capital 
gains and losses, the exclusion half net 
long-term capital gains, and the favorable 
rate applicable thereto—would 
founded accounting other principles. 
But this not so. 

approximate accrual, would seem 
desirable adopt multiple-holding period 
with decreasing percentages gain taken 
into account the holding period lengthens. 
Thus 100 per cent the gain could in- 
cluded the asset held one year less, 
and the per cent included stepped down 
percentage points for each additional 
year the asset held, with limitation 
per cent the exclusion regardless 
period held beyond ten years. This would 
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administratively simpler than allowing the 
taxpayer spread back the gain over, say, 
five years. Moreover, spread-back might 
not reflect the changing income status the 
taxpayer and certainly would not reflect the 
changes the tax rates over the period 
accrual. 


the pattern accrual could approxi- 
mated satisfactorily either these alter- 
natives, the equity case would vanish, and 
the case for special capital gains rate would 
rest exclusively the need for investment 
incentives. Thus, could argued that the 
schedule capital gains exclusions de- 
signed approximate accrual should 
stepped for incentive reasons, just the 
schedule for depreciation should stepped 
promote investment. If, however, the 
objective provide such incentives, there 
reason why equity considerations 
should sacrificed beyond what the circum- 
stances require. The culprit the arbitrary 
rate limitation. The incentive job can 
done and progression better preserved 
adjusting the proposed multiple-holding 
period schedule exclusions rather than 
coupling admittedly arbitrary holding- 
period schedule with still more arbitrary 
rate limitation. 

Finally, the present restrictions capital 
losses are prejudicial enterprise. gen- 
eral, capital losses are limited capital 
gains, except that capital losses from prop- 
erty used trade business are treated 
desegregated ordinary losses and individuals 
are permitted offset $1,000 capi- 
tal losses against ordinary income. Both cor- 
porations and individuals are allowed 
five-year carry-over net capital losses. 
the case corporations, the distinctions be- 
tween capital gains and losses and ordinary 
gains and losses seem entirely without 
With this would disappear the segregation 
capital losses. 

the case individuals, not pos- 
sible, for practical reasons, make such 
sweeping recommendation. cannot re- 
move the barrier segregation because the 
huge volume loss-laden assets (many now 
historic interest only and without opera- 


tional significance) could 
however, raise the capital loss offset against 
ordinary income individuals least 
$10,000 instead the $1,000 year, retain- 
ing the present five-vear carry-over capi- 
tal losses. This would improve the climate 
for risk assumption and, simultaneously, in- 
crease the responsiveness 
yields during periods recession. 


Taxation foreign income, which does 
not permit tax deferral for foreign branches. 


Foreign branches are now taxed they 
were departments domestic corporations; 
the income loss from foreign source 
currently brought account and mingled 
with income loss from sources. 
the case foreign subsidiaries, however, 
even wholly owned citizens, resi- 
dents, corporations, the income loss 
not currently brought account for 
tax purposes. The tax income deferred 
until received the taxpayer, and the net 
loss accumulated over the years, any, may 
brought account only upon liquidation 
the foreign corporation. The postpone- 
ment income tax tantamount sub- 
stantial rate reduction, the reduction de- 
pending upon the period postponement 
and the rate interest used computing 
the value the deferral. 

Four years ago, urged that tax 
treatment foreign income equalized 
for alternative forms business abroad. 
recommended: (1) “that corporations 
permitted elect subsidiary treatment 
for their foreign branches, which would re- 
sult deferral tax income and denial 
current offset losses, now done for 
the profits foreign subsidiaries,” and (2) 
“that corporations permitted elect 
whether not consolidate their foreign 
subsidiaries with the domestic subsidiaries 
and the parent corporations, which would 
result the current taxation profits and 
the current offset losses.” These changes 
would have gone far stimulate investment 
abroad. 

Two years ago, re-examined the issues 
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involved deferral and concluded that “in 
retrospect would have been better have 
restricted deferral corporations operating 
less developed Deferral, even 
not limited, will continue—for sub- 
stantial period pending the closing the 
gap between and foreign rates—to de- 
ploy investment abroad the direction 
the less developed countries. With impor- 
tant exceptions (India, Pakistan, Ceylon, 
Burma, and few others the less developed 
countries impose much lower rates than 
do. suggested that, extending deferral 
branches, would desirable limit 
this the less developed countries simul- 
taneously were feasible limit deferral 
for foreign subsidiaries the same way. 
felt that “if can done, without great 
damage our basic objective increasing 
the flow investment into the less de- 
veloped areas, should done.” ex- 
pressed some concern about the shock 
expectations but felt that “after relatively 
short transition period, the results should 
favorable.” 

Since then, balance payments consid- 
erations have served strengthen the case 
for eliminating deferral for investment 
developed countries. endorse the Presi- 
dent’s 1961 recommendations this point, 
but still seems desirable extend 
deferral branches operating the less 
developed countries. 


AND Girt TAXES 


ease the political burden sponsoring 
reduction the tax upper individual in- 
come and the income from property gen- 
erally through the proposed rate reduction 
and dividend deduction under the corpora- 
tion income tax, would help the estate 
and gift taxes were increased and modern- 
ized. The present discrimination between 
alternative time patterns property dis- 
position should eliminated. 


National Tax Association the 
52nd Conference (October, 1959), 327. 
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The simplest and most preferable way 
accomplish this result bring inter vivos 
transfers property and transfers death 
under the capital gains tax provisions the 
income Some lawyers will scream that 
this would violate the federal Constitution. 
quests, difficult see why mere 
change the shape the implied rate 
schedules should result violation the 


FEDERAL SALES TAXES 


The federal government levies excises the 
sale selected items tangible personal 
property and services; leaves the general 
sales tax the states and local governments. 
About per cent the revenue from the 
federal excises derived from the taxes 
gasoline and other motor fuels (tied high- 
way and from taxes liquor and 
tobacco (tied tradition and vague no- 
tion that these allegedly harmful con- 
sumption items are 
something more essential must taxed). 
What left motley array items taxed 
rates that are difficult defend. Such 
rates either lack uniformity, are only 
spuriously uniform, some being based 
manufacturers’ and others retailers’ sales 
revenue involved. Since market structures 
and markups vary from item item, the 
only sensible uniform rate sales tax retail 
sales tax. This would invade the field that 
now well cultivated the state and local 
governments. 


For example, pending the adoption general 
averaging system, the value gifts and inheritances 
could included the same extent other capital 
gains held, say, five years. 

The suggestion include transfers under the 
gift and estate taxes the income tax base would not 
solve all the vexing problems distinguishing be- 
tween completed and incompleted transfers. This set 
problems would still need left distin- 
guished scholars the law, best exemplified per- 
haps those that participated the work the 
Treasury’s 1947 Advisory Committee, Federal Estate 
and Gift Taxes, proposal for integration and for 
correlation with the income tax. 


Instead competing with these levels 
government, the federal government should 
repeal all most its miscellaneous excise 
taxes, and retain only the core the system, 
that is, the taxes motor fuels, liquor, and 
tobacco. The federal government does not 
need general sales tax now and will need 
one the future only the international 
situation deteriorates further. For peacetime 
fiscal purposes, the federal 
tax system now possesses adequate flexibility 
and maneuverability. has the enormous 
revenue potentialities the first bracket 
rate the individual income tax and the 
even more broadly based payroll tax that 
need not stay forever wedded financing 
benefits under the social security and un- 
employment compensation programs. 
general federal retail sales tax would give 
the federal government third fiscal instru- 
ment, potent both for revenue and regula- 
tory purposes, when has not yet mastered 
the art properly using the tools that 
already possesses. 

For decade before 1913—that is, before 
the adoption the Sixteenth Amendment— 
the compatibility the federal income tax 
with free enterprise system was seriously 
debated. the light the record over the 
succeeding five decades, doubt that there 
widespread support for attempts supplant 
major part the income tax with general 
sales tax, proportional regressive. The de- 
gree regressivity general federal sales 
tax would depend upon the structure the 
tax base, principally upon whether food and 
other necessities were excluded. 


ADMINISTRATION AND ENFORCEMENT 


The President’s 1961 recommendations have 
much merit, and, particular, they have the 
courage tackle the always unpopular task 
better fitting the tax law the backs 
taxpayers. 

For several years now, millions dollars 
revenue have been lost 
reporting dividends and interest. For sev- 
eral years before 1961, the Treasury, 
surmounting initial technical difficulties, had 
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urged the Congress pass administra- 
tively feasible plan withhold dividends 
and interest. This was repeated 1961. 


For years has been well known that 
minority scheming taxpayers were vio- 
lating the spirit, not the letter, the tax 
law padding expense accounts. The 1961 
recommendations called attention this 
item. 


For years have known that something 
wrong with the handling the deductions 
for advertising expense. Satisfactory solu- 
tions problems this area are hard 
come and will require assist from 
public-spirited lawyers and accountants. 
The line drawn must reasonable 
concept and enforceable practice. The 
conceptual problems are not easy; for 
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example, should department store al- 
lowed deduct the cost full-page 
advertisement, bearing only the portrait 
“Lincoln was great the 
answer “Yes” because this brings good will 
and business, then try substituting pictures 
and names until more controversial territory 
reached. Should general taxpayer con- 
tribute the financing such “business” 
costs? Are they indeed legitimate business 
costs attempt give wide circulation 
private prejudice public expense? 

Soft enforcement and administration are 
appropriate for soft concepts and discrimi- 
natory taxes. want tough and equitable 
tax administration, had better get 
with the job tax reform, starting with the 
federal system. 


ROAD acres are patent nobility; and man but feels more man 
the world have bit ground that can call his own. However 
small the surface, four thousand miles deep; and that very 


handsome property. 


—Charles Dudley Warner 


SUMMER GARDEN (1870) 
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OVERHAUL 
NEEDED 


OVERSEAS 


vate investment overseas centers 
some crucial national questions: Can this 
country and its businessmen adapt public 
and private policies quickly enough meet 
rapidly changing world conditions? Will 
private business decisions effective instru- 
ments for building healthy future here and 
abroad? 

Answers these questions depend 
America’s ability appraise accurately the 
rapid changes already under way around the 
world. They depend the American busi- 
nessman’s ability act the undeniable 
fact that private overseas investment has 


enormous political and 
nificance. 


Mr. Ruttenberg Director Research, AFL-CIO. 


BUSINESS 
INVESTMENTS 


Even cursory glance economic 
changes and investment patterns shows that 
basic shift the world economic environ- 
ment has not produced basic shift our 
foreign investment patterns. While the de- 
sign the patterns has changed slightly, 
there has not been major revamping 
style kind investment. 


TWO BASIC SHIFTS 


THAT OCCURRED 


Since World War II, variety forces have 
swiftly reshaped the problems facing the 
United States and its business interests 
abroad. group highly industrialized na- 
tions has emerged rebuilt Europe. War- 
ravaged industrial countries have recovered 
their prosperity. booming, bustling West 
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Germany, new type British economy, 
and the newly industrialized countries 
France and Italy have produced political 
partners, economic recipients invest- 
ment, and active competitors ours. Japan, 
once defeated enemy country, has become 
competitive ally. 

Regional integration Europe, such 
the European Common Market established 
1957, has proceeded toward its goal 
coordination among 
These developments Europe (to fol- 
lowed similar developments Latin 
America and perhaps other places create 
problems for American business—the need 
compete and the need improve its com- 
petitive position take advantage new 
markets. The decision whether estab- 
lish facilities within the new tariff walls 
meet internal market demands, the problem 
locating new markets trying sell 
them from the United States, and the rela- 
tionship between U.S. tariffs and those 
regional blocs are considerations that this 
country and its businessmen must face. 

While the European nations and Japan 
have far surpassed their former industrial 
strength, the less developed nations the 
world have felt the political force emerg- 
ing nationalism and social revolution, with- 
out the necessary concomitant developing 
economic strength ensure stability. 

the United States, new technology and 
increasing efficiency have produced 
growth potential that unmatched per- 
formance. Despite fantastic output, produc- 
tion, and employment, times prosperity 
longer erase high unemployment. Recur- 
ring recessions are indications factors 
hampering the nation’s forward develop- 
ment. Increasing competition around the 
world presents added difficulties during 
times high unemployment and economic 
recession, and these difficulties remain un- 
solved even when recovery under way. 


America’s quadruple world role—world 
banker, world investor, world trader, and 
world aider—is not being performed smooth- 
enough home and abroad. Balance 
payments difficulties are further evidence 
that some new measures may necessary 
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adapt the U.S. role changing condi- 
tions the world. such revised role, 
the United States would share some the 
aid problems with new revitalized European 
partners, reassess its position banker, and 
start revamping its activities world trade. 


Din Nor Occur 


Despite the emergence totally new 
economic environment the end the 
fifties, American public and private policies 
have not shown equally marked changes. 
fact, even most the changes suggested 
the new administration its attempts 
find ways meeting new situations have 
been regarded with suspicion, alarm, 
anger. This not say that the administra- 
tion’s proposals are necessarily the best pos- 
sible ones for each situation, but inter- 
esting note that, for example, the case 
the tax proposals regarding foreign invest- 
ment, the expressly stated purpose the 
legislation proposed was denied many 
business spokesmen who opposed it. 

Specifically, the Secretary the Treasury, 
Douglas Dillon, businessman high re- 
pute, stated that the administration’s pro- 
posed changes the tax law were not seek- 
ing “penalize private investment 
but avoid “artificial encouragement in- 
vestment other advanced countries.” The 
deferral taxation until income returned 
from abroad and the devices for funnelling 
income foreign subsidiaries “tax haven” 
countries are the objects against which the 
legislation was intended. The objective 
merely remove the tax factor incen- 
tive for investment industrialized coun- 
tries. 

Such removal not designed affect 
other reasons American business has for 
cating abroad. Secretary Dillon’s words, 
“There absolutely thought penaliz- 
ing private investment abroad which rests 
upon genuine production market advan- 
tage.” Yet the suggested legislation has met 
such strong opposition, with alternative 
proposals offered for accomplishing similar 
objectives, that one can only conclude that 
American business believes that the patterns 
investment abroad are the present time 


7 


7 


OVERHAUL NEEDED OVERSEAS BUSINESS INVESTMENTS 


appropriate for the long-range best interests 
U.S. business, and for the nation 
whole. 

Yet these patterns are basically the same 
the past, despite the emergence 
vastly different world economic scene. Avail- 
able data show that the value U.S. direct 
investment overseas has almost tripled since 
1950. has risen more rapidly since 1950, 
and particularly since 1955, than any 
other time our history; but its pattern has 
not changed significantly. The shifts have 
been from the advanced nation Canada 
the advanced nations Europe and Ja- 
pan. Prospects for next year, reported 
the McGraw-Hill Economics Department 
survey August, 1961, show slight de- 
crease amount but major change 
direction between advanced countries and 
less developed countries. Investment the 
less developed nations continues large- 
for nonmanufacturing purposes—in pe- 
and mining, which extract but 
not develop the resources those nations. 


DISTORTIONS HERE AND ABROAD 


This movement private capital for manu- 
facturing production abroad presents two 
problems utmost importance this na- 
tion. Distortions have occurred our econo- 
from unfair competition and from re- 
sultant joblessness. Distortions U.S. and 
world economic development from the lack 
appropriate investment the emerging 
nations have also developed. Both kinds 
distortions should corrected. 

must made clear discussing these 
problems that there economic justifica- 
tion for assuming that the investment 
capital even highly industrialized West- 
ern European nation necessarily produces 
any distortion our economy. 1960, the 
Department Commerce listed the follow- 
ing factors the major reasons given 
manufacturing firms for their decisions 
make such investments (not one them 
itself should create any distortion 


Cost advantages producing closer mar- 


kets, especially when materials components 
and trained labor are available; consumer pref- 
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erences for locally produced goods; gains 
expert knowledge market conditions and 
access patents licenses produce special- 
ized items through joint operations with local 
entrepreneurs; mounting financial strength 
U.S. companies, facilitating the purchase 
existing foreign concerns, often relatively 
quick method countering developing compe- 
tition; pressures from tariffs, exchange controls 
quotas and patent laws that give major advan- 
tages locally produced 

Assuming the continued development 
strong demand the markets Western 
Europe and assuming the emergence 
stronger markets other areas the world, 
such investment could, effect, strengthen 
the American economy both the short and 
long run. 

But certain developments the direction 
and the reasons for the investment can 
produce obvious distortions our economy, 
often the worst possible time for the well- 
being business home, that is, during 
recession. There doubt that some U.S. 
jobs have been “exported” and, while the 
effect subject controversy, there evi- 
dence that our exports have been affected 
the outflow capital for investment 
manufacturing Western Europe. The 
United States and its businessmen cannot 
afford either effect. 


EXPORTING 


The definition “exporting” job, in- 
tended here, refers the American com- 
pany’s foreign production goods designed 
for sale the American market. the 
basis some evidence gathered few 
affiliated unions, clear that ex- 
porting jobs has occurred such indus- 
tries women’s apparel, men’s clothing, the 
electrical, and the typewriter industries. For 
example, September, 1960 typewriter 
manufacturer reported would move all 
production nonelectric office and port- 
able typewriters Europe. The lowest- 
priced portable exported this country. 

Recent data the extent foreign 
manufacturing production for resale the 


1U.S. Department Commerce, U.S. Business 
Investments Foreign Countries (Washington: 
U.S. Printing Office, 1960), 19. 


3 
i 


United States are not available. 1957 Com- 
merce Department survey sales Ameri- 
can overseas plants showed that over 
billion total sales such firms were 
manufactures and semimanufactures 
shipped back the United States. There 
doubt that the trend since then has been 
toward even higher sales this kind. 

The labor movement has strongly opposed 
such exporting jobs and has suggested 
supported tax policies designed stem 
the flow capital for that purpose. One 
proposal recommends the immediate appli- 
cation the full corporate tax profits 
earned firms from the sale prod- 
ucts shipped back from their overseas opera- 
tions. Specifically, this proposal would re- 
quire that the full tax should paid when 
the overseas corporation receives more than 
per cent its total gross revenue from 
the sale its foreign-made products the 
American market. This would apply prod- 
ucts from both industrial and nonindustrial 
countries. 

Such measure, the believes, 
would help stop the destructive exporting 
jobs, but would also have broader 
result. would retard what Peter Drucker 
calls “rank defeatism” the part Ameri- 
can business the “completely foolhardy” 
practice “building ... foreign plant 
supply the American manufacturer for the 
home market.” Drucker contends that this 
kind foreign production “aggravates the 
disease eroding purchasing power 
home.” asks U.S. business use the fol- 
lowing criterion: “Does building the plant 
result, ultimately, strengthening 
America’s competitive position?” not, 
“Such move amounts strangulation 
our nation’s economic power and competi- 
tive 

American labor, therefore, has decried, 
not the natural desire firms locate 
Western Europe take advantage grow- 
ing markets consumer preferences, but 
the unwillingness some firms recognize 
that some investments abroad may well 


*Peter Drucker, “This Competitive World,” 
Harvard Business Review, XXXIX (March-April, 
1961), 131-35. 
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produce distortions both home and 
abroad. 


DISTORTIONS 


The U.S. labor movement has not suggested 
legislation, similar that used some Eu- 
ropean countries, that would control export 
private capital. has supported, how- 
ever, administration-proposed 
that designed curb distortions here and 
overseas. 

For example, the proposal for changing 
two types tax provisions European 
countries seems not unreasonable those 
who recognize that European nations have 
been rebuilt, that capital available there, 
and that the crying need for revitalization 
has been met. The long-standing tax incen- 
tives for investment private capital over- 
seas the industrialized world seem ob- 
viously unnecessary the capital going 
invested there for the purpose reach- 
ing the expanding regional markets and not 
for the purpose escaping taxation. 

The second proposal—for cutting off tax 
havens (an evasion 
quite reasonable those who have wit- 
nessed the establishment foreign sub- 
sidiaries for tax purpose time when U.S. 
revenue problems are world-wide import. 
For example, Fortune has said, 


“Switzerland, course, has become the prin- 
cipal headquarters for sales, marketing, and 
administrative operations U.S. plants all 
over Europe. Offices estimated 500 
subsidiaries are now located the country, 
and these some 200 are Geneva. 

Caterpillar Tractor’s Swiss subsidiary, 
one the most recent arrivals, employs Ameri- 
cans and Swiss supervise all sales Asia, 
Africa, and Europe except for Great Britain. 

“Taxes—Swiss, American, and otherwise—are 
one important reason why Geneva popular 
international headquarters. Swiss taxes 
foreign subsidiaries and holding companies 
are comparatively modest. Because 
these low [Swiss] rates, some international 
firms are able reduce their total tax loan 
piping sales revenues non-Swiss com- 

“If the Kennedy Administration has its way, 
this tax advantage may soon removed. 
present, U.S. corporations can funnel all in- 
come from foreign subsidiaries into Swiss 
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headquarters and then plow back into other 
foreign operations use initiate new 
foreign investments—all without payment 
the per cent U.S. corporation tax. Cater- 
pillar Overseas, for example, was founded last 
fall with initial capital $23,300,000, all 
brought directly from Caterpillar Overseas 

Fortune claims that the removal the 
tax advantage would probably not “inhibit 
the growth the American community 
Geneva.” 

Business Week tells the story Harley- 
Davidson, the first American motorcycle 
manufacturer invest production facili- 
ties abroad. The production Italy. How- 
ever, “Harley-Davidson, was set 
Swiss subsidiary administer H-D’s in- 
terest the Italian company and take 
whatever other tasks international 
nature that may come the Milwaukee 
company feels its way into the overseas ex- 

Few would contend that the attraction 
U.S. subsidiaries Switzerland not af- 
fected the tax loophole now the law, 
loophole that even Fortune believes un- 
necessary attract business there. 

This draining off sales revenue from 
nations around the world could produce 
much more serious distortion than has al- 
ready occurred. long tax havens exist, 
the problem using funds wisely around 
the world will affected gimmick 
the law. 


Economic 


seems then that one can generalize that 
manufacturing investments have gone most- 
the highly developed countries, not the 
less developed nations. True, the pace has 
increased everywhere, but the less 
developed nations that the greatest dearth 
capital and the greatest threat Amer- 
future world business prospects exist. 
should clear almost any observer 
that our hope for our political and economic 


Business Globe,” Fortune, LXIII (June, 
1961), 95. 


Motorcycle Maker Guns for Foreign Sales,” 
Business Week (August 12, 1961), pp. 74-76. 
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future lies the underindustrialized sectors 
the world. Yet equally clear that the 
less developed nations, who get more manu- 
facturing investment now, still receive al- 
most nothing comparison with their po- 
tential. 


For example, the Survey Current Busi- 
ness reports that American direct manufac- 
turing investments Africa, Asia, Oceania, 
and Latin America (included, course, are 
the more industrialized nations such 
Japan, well areas initial develop- 
ment such some South American coun- 
tries) amounted $2.5 billion out the 
$11.2 billion total such overseas invest- 
1950, slightly over $1.0 billion 
went those areas out total $3.8 
billion overseas investment. The pattern 
investment thus stays roughly the same. 


This pattern exists despite the fact that 
the Survey reports manufacturing ven- 
tures U.S. companies Latin America 
were expanded record rate 1960, and 
appear likely continue high rate 
only because expanding mar- 
kets, but because new rules about local 
manufacturing. Total value U.S. direct 
investment Africa 1960 (in manufac- 
amounted $118 million, and 
Asia Middle East and Far East) some $286 
million, which $182 million was Japan 
and the Philippines. 

These are high-risk areas, and American 
business seems helping make them 
riskier. have been exporting capital 
the less developed countries for years, but 
mainly for extractive industries. have 
extracted—not developed—these countries’ 
resources. The value direct investment 
mining and smelting Latin America, 
Africa, Asia, and Oceania amounted 
about half the value total United States 
overseas investment for these purposes, 
some $1.5 billion 1960 out $3.0 billion. 
For the same areas, the value direct in- 
vestment petroleum 1960 amounted 
some $5.3 billion out the total. Thus total 


5Samuel Pizer and Frederick Cutler, “United 
States Assets and Investments Abroad,” Survey 
Current Business, XLI 1961), 21. 
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direct investment mining and petroleum 
these four areas amounted roughly $7.0 
billion, while direct investment manufac- 
turing was only $2.5 billion. 

Petroleum investments seem slack- 
ing off somewhat, but the big flow 
manufacturing investment capital will con- 
tinue the European Common Mar- 
ket area. The recent McGraw-Hill survey 
shows that the Common Market countries 
will attract estimated total $739 mil- 
lion U.S. manufacturing and petroleum 
investment 1962, far more than all other 
areas. Petroleum and manufacturing invest- 
ment together the Middle East, Africa, 
and Asia will amount $681 billion 1962, 
according the McGraw-Hill report. There 
are grounds for believing that, even with 
the cutbacks petroleum investment, this 
area will receive large proportion the 
investment manufacturing. 


ANTI-DISTORTION EFFORT 


Let re-emphasize that effort now 
being taken control the direction capi- 
tal investment insist that certain invest- 
ments take place. Nor can one fairness 
support the First National City Bank 
Monthly Letter complaint last June that 
there assumption that “private capital 
investment least bad boy, not the 
bad boy the U.S. balance payments 
problem.” Private capital investment over- 
seas praised almost every spokesman 
for this nation, whether from business, gov- 
ernment, labor. The real question, how- 
ever, whether this nation will continue 
encourage capital where will 
travel anyway—by own admission 
—and where indigenous capital plentiful 
now, whether the United States will con- 
tinue tax inducements only for the less 
developed nations the world where capi- 
tal desperately needed. 


WHAT NEEDED 
Certainly from the standpoint the Amer- 


ican businessman any economic view- 
point, this current failure send more 
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manufacturing capital the less developed 
nations entirely justified and unavoidable 
many areas. Surely American self-interest 
does not call for trying set nylon 
plant desert area with power fa- 
cilities. The infrastructure many nations 
has not even begun developed, and 
signs such development are readily 
apparent the businessman this country. 

Nonetheless, the fact that America’s pro- 
ductive capacity has become swollen while 
Western Europe’s also expanding 
rapid pace means that some way must 
found prevent the rapidly developing 
world economic distortions from resulting 
catastrophe. Obviously, investment 
Western Europe will not ensure this coun- 
retention the European market. Ob- 
viously, the industrialized, revitalized na- 
tions Western Europe are competing with 
the United States businessman every na- 
tion the world. Equally obviously, the 
United States cannot buy all the plants 
abroad and compete with itself. The answer 
not found continuing the same 
the world were not changing; the answer 
lies making every effort ensure the 
rapid development other markets around 
the world through further growth and devel- 
opment those vast areas now largely un- 
touched where industrial development 
has been lopsided. 


This lopsided development some areas 
dangerous America and its business- 
men development all because the 
political winds are changing. Too much 
speculation has already gone into what 
might have happened instead what 
actually happened Cuba. clear, how- 
ever, that many observers believe that dif- 
ferent approaches business investment 
Cuba could have obviated many U.S. busi- 
ness and political losses there, despite the 
emergence revolutionary tide. For 
whether not the American likes the twen- 
tieth century’s revolutionary tide, this seems 
era emerging nationalism and 
social revolution. atomic catastrophe 
averted, America and its businessmen still 
face the potential catastrophe losing even 
what investments now exist nations where 
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revolutions are possible. However abhorrent 
the communist activities may us, 
should not escape our attention that they 
have proved less abhorrent the Cuban 
cane cutter who does not even understand 
that they are communist activities. time 
when millions people are subject the 
onslaught philosophy that denies the 
value what America believes right, 
American business cannot afford behave 
social revolutions, nationalistic devel- 
opments, and communist insurgence not 
exist. From purely business point view, 
American industry should recognize that 
some our ways must either bend break 
the face emerging nationalism and 
social change. 


This requires world consciousness 
help expand world markets. does not re- 
quire sacrifice the principle behind 
either free enterprise private investment 
abroad. does require recognition that 
changing world conditions mean that devel- 
opments abroad cannot expected pro- 
ceed with the patterns followed the in- 
dustrialization either this nation the 
nations Western Europe. The time span 
shorter; the methodology industrializa- 
tion more pervasive 
and the starting point now involves dif- 
ferent economic relationships. Technologi- 
cal change, new methods, and new social 
and economic progress make this different 
world both home and abroad. 


marks concerning these problems, clear 
that the administration believes that what 
calls the “rising expectations” many 
nations represent changes come, changes 
that need America’s cooperation our 
political and economic opportunities are not 
weakened. equally clear that only 
through efforts business and government 
can American business continue have 


rising expectations many parts the 
world. 


support these expectations, ob- 
vious that private investment less devel- 
oped underdeveloped countries requires 
structure which build; many areas, 
the infrastructure telecommunications, 
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power, transportation, and health and edu- 
cation systems totally lacking. Public 
activity some countries essential 
create the base which industrialization 


can build. 


REACTIONS 


is, course, matter opinion whether 
can successfully extract the resources 
the underdeveloped nations, fail develop 
the structure support industrialization, 
refuse participate creating infrastruc- 
tures not entirely private nature. The cur- 
rent administration evidently believes that 
the United States has political and eco- 
nomic responsibility help develop viable 
economies many nations, not merely 
superimpose our system extract their re- 
sources. Yet the ringing rhetoric used de- 
scribe these programs reportedly disturb- 
ing many parts the American business 
community. 
Business has stated, 


“To considerable degree, the revolution 
rising expectations revolt against capi- 
talism, least against the way seems 
operate the underdeveloped nations. 


took years and many billions 
government dollars rebuild the capitalist 
world the Bretton Woods says one 
critic. “The Administration will bring the 
system crashing down, isn’t careful.’ 
Most executives think that, attempting 
finance both economic development and 
social revolution the underdeveloped 
nations, the U.S. will pursuing contra- 
dictory 

This attitude, seems me, represents 
unwillingness bend rather than break 
our efforts. Developments around the 
world, rather than the administration, seem 
threatening “bring the system 
crashing down.” Those who want the 
system are compelled evaluate 
our position terms fifteen years after 
the Bretton Woods agreement, not terms 


the mid-forties. 
Certainly some business executives have 
recognized the change time, scope, and 


Out the Reds Revolution,” Business 
Week (July 15, 1961), 57. 
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prospects for the investment position 
abroad. The cep has endorsed the Alliance 
for Progress, for example, and Secretary 
the Treasury Dillon has proved able 
statesmanlike representative the current 
administration position. Recently, Secretary 
Dillon led the United States delegation 
the inter-American meeting Punta del 
Este where the Alliance for Progress was 
discussed. 


ALLIANCE FOR PROGRESS 


The Alliance for Progress deliberations 
point what seems fundamental some 
adverse business reactions concerning cur- 
rent policy abroad. The “contradictory ob- 
jectives” some businessmen are reported 
fear are these: “Social reform involves re- 
distribution income and tends increase 
consumption and expenditures the cost 
savings and investment which growth 
depends.” 

Latin American nations demonstrate the 
fallacy this view. Most the U.S. busi- 
nessmen the Punta del Este meeting rec- 
ognized what was clear the economists 
present: Many Latin American nations are 
not underdeveloped but less lopsidedly 
developed. Investments have poured into 
them; recent amounts totaled some bil- 
lion private and billion public funds. 
However, not only the resources but also 
the capital extracted from these nations, 
and the income from the investment im- 
mediately drained off and exported. The 
capitalist system does not permit few land- 
owners and businessmen take the profits 
U.S. business and send Switzerland 
while most the people home are under- 
fed, living hovels, disease-ridden, illiter- 
ate, and poor. Surely the capitalist system 
does not require that this situation exist 
Latin America. There is, therefore, incon- 
sistency predicating economic aid pro- 
gram Latin America the Latin Ameri- 
can own internal social and 
economic reform. The simple fact that the 
savings and investment which growth 
depends, one accepts that thesis, are cur- 
rently leaving Latin America. Income dis- 
tribution, tax policy, and other reform could 
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keep some the essentials for growth there. 

not believe that the average Ameri- 
can businessman wants the view capital- 
ism and the capitalist system appear 
does Latin America. personally not 
think gross distortions income distribu- 
tion, denial social decency, and inade- 
quacy education are representative the 
capitalist system. The choice, then, seems 
whether not proceed the actu- 
ally less developed lands, where this lop- 
sided and gross distortion capitalist 
system has not developed, way that will 
produce more Latin Americas around the 
world—with, course, the threat all in- 
vestment such countries—or whether 
there possibility adjusting programs 
more realistic representative view 
the capitalist system. 


largely what public and private policies 
this nation and its businessmen adopt. The 
appropriate emphasis, seems me, should 
goals that would improve this coun- 
trys economy and world standing, and 
would recognize differing national develop- 
ments that sound base for more private 
investment overseas can established. 
Our tax policy, the extent that 
all effective, can note the revitalization 
Western Europe and Japan, and avoid both 
inducement and discouragement invest- 
ment these countries through tax pro- 
visions. the same time, the tax policy can 
retain inducements for those underdevel- 
oped and less developed areas where new 
markets must emerge, and where viable 
economies can affect our economic stability, 
personal freedom, and world standing. 
Foreign aid and private participation 
world lending programs, well private 
capital investment, should designed 
promote the kind economic base where 
private investment manufacturing can 
flourish, and where markets for products 
can grow. This depends, however, rec- 
ognition that different nations may need far 
more public activity than has been utilized 
the United States accomplish the goals 
appropriate for those nations. 
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GROWTH 
ECONOMICS 


recent controversy (which may not 
over) between Arthur Burns, 
Chairman the Council Economic Ad- 
visers during President first 
term, and President Kennedy’s economic 
advisers seems much deeper sig- 
nificance than may easily apparent. 
From the strictly economic viewpoint, the 
deeper significance this: the logic and 
pertinence their position, seems 
that the current advisers overwhelm Burns, 
but they are still the foothills the moun- 


Mr. Keyserling, former Chairman the Council 
Economic Advisers, now consulting economist 
and attorney, and President the Conference 
Economic Progress. 


The Crucial Issues 


tain peaks which American economic 
thought and action must climb deal 
effectively with the domestic needs and 
international perils that John Kennedy 
admirably stated his campaign for the 
presidency. That the advisers are still the 
foothills not entirely their fault; they are 
not operating independently the restraints 
imposed their official position. 

From the viewpoint the “political” fac- 
tors that, our democracy, properly inter- 
penetrate with purely economic factors 
the development national economic pol- 
icies, the recent controversy not merely 
slugging match between the “ins” and the 
“outs.” sure, Burns assaulting the 
foundations the Kennedy administration’s 
economic policies from the distant and lofty 
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objectivity publication the Morgan 
Guaranty Trust Company, and this assault 
has been reflected language well 
action Republican minority the Con- 
gressional Joint Economic But, 
far more significant, “public representa- 
tive” President Kennedy’s very important 
Labor-Management Advisory Committee, 
Burns unusually strategic position 
lean his weight against the kind economic 
policies regarding economic growth and 
other matters that the President presumably 
would like see emerge from this commit- 
current efforts. And have noted, 
consultant this committee, that Burns 
indeed competent put forward his own 
views forcefully. 

say none this criticism Burns’ 
personal conduct. His acceptance ap- 
pointment the Labor-Management Com- 
mittee did not imply agreement with the 
administration’s economic views nor relin- 
quishment his right contest them pub- 
licly through every channel open him. 
The point that the President did place 
upon this committee, which attaches 
such central significance, chief architect 
the Eisenhower economic policies against 
which had campaigned unequivocally 
1960. The President, however, did not see 
fit place upon the same committee even 
one the many available persons (con- 
cerned predominantly, like Burns, with 
over-all economic problems policies) 
who over the years have worked and fought 
for the types policies that built much 
permanent strength, resilience, and justice 
into the American economy during twenty 
years Democratic administrations—and 
thus contributed much the election 
new Democratic president 1960. These 
curious acts presidential commission and 
omission shed much light upon the 
cal” strategy the Kennedy administration, 
which turn has immense bearing upon the 
economic policies thus far enunciated the 
President and his Council Economic 
Advisers. 


“Minority Views,” Joint Economic Report, 
Joint Economic Committee (Washington: 
Printing Office, May 1961), pp. 59-77. 


BURNS’ POSITION 


Let turn now the controversy between 
Burns and the current economic advisers. 
The advisers March 1961, through per- 
sonal testimony before the Congressional 
Joint Economic Committee open hearings, 
presented what perhaps the most system- 
atic and comprehensive exposition date 
the administration’s economic 
Burns launched his frontal assault upon this 
testimony speech delivered April 
The economic advisers offered formal re- 
buttal mid-June;* and Burns’ prepared 
surrebuttal appeared August.® 

analysis will simpler begin, not 
with the economic advisers’ 
mony, but with Burns’ speech April 21. 
this speech, attributes the economic 
advisers the “theoretical” viewpoint that, 
aside from the problem the 1960-61 reces- 
sion, there has been “persistent slack 
production and employment, slow-down 
our rate growth, growing gap be- 
tween what can produce and what 
produce.” This leads Burns assign the 
advisers the view that “in short, America 
faces problem secular stagnation,” al- 
though magnanimously concedes that 
they are more optimistic than says Alvin 
Hansen was the 1930’s, not speak the 
dark views Engels and Veblen earlier 
times. 

Aside from the charge “secular stagna- 
tion,” which seems designed this instance 


testimony the Council Economic 
Advisers March 1961, Hearings the 
Joint Economic Committee the Jan. 19, 1961, 
Report the President (Washington: 
U.S. Printing Office, February-April, 1961), 
pp. 290, 574. 

Burns, “The New Stagnation Theory 
and Our Current Economic Policies,” speech given 
the Tenth Annual Conference Business Econ- 
omists, University Chicago. Published the 
Congressional Record (April 27, 1961), Appendix 
pp. 2885-87; and The Morgan Guaranty Survey 
(May, 1961). 

4Council Economic Advisers, “The 
View,” Congressional Record (June 15, 1961), 
9833-36; published also The Morgan Guaranty 
Survey (August, 1961), pp. 1-6. 

Burns, Second Look the Council’s 
Economic Theory,” The Morgan Guaranty Survey 
(August, 1961), pp. 6-15. 
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cast slur rather than clarify the issues 
and which effectively refuted the eco- 
nomic advisers, think that Burns essen- 
tially correct his description what the 
economic advisers have said. Burns then 
proceeds challenge these views with what 
calls “empirical evidence.” 


MATHEMATICS ECONOMICS? 


First, says that the council has attempted 
reinforce its characterization the econ- 
omy pointing out that, one looks the 
three periods expansion 1949-53, 1954-57, 
and 1958-60, one finds that the periods 
expansion become progressively shorter. 
Similarly, Burns takes note the advisers’ 
reference the fact that, one looks the 
peaks the upturns 1953, 1957, and 1960, 
each succeeding peak showed higher level 
unemployment than the previous one. His 
answer this that the period 1949-53 and 
the 1953 peak should not counted because 
these reflected the Korean conflict; thus 
Burns concludes that the economic advisers 
have really offered only one comparison, 
which argues not enough really prove 
anything. 

There are some fatal errors, believe, 
Burns’ position this score. the years 
1949-53 had been marked general 
hyperactivity (that is, excessive strain 
upon our productive resources), might 
well argued that the strong upward trend 
the economy during this period whole 
should ignored evaluating our eco- 
nomic performance since the end the 
Korean hostilities early 1953. But the fact 
that even during the Korean conflict 
period 1950-53, our productive resources 
were not excessively strained, arid hours 
work actually declined. Severe price infla- 
tion during this period was not due ex- 
cessive over-all demand upon our productive 
resources, but rather speculative excesses. 
Moreover, during approximately the second 
half this period least, there was rea- 
sonable price stability (due more the 
balance supply-demand economic forces 
than the existence direct 


may well true that the high economic 
growth rate and reasonably high average 
level employment and production during 
the somewhat longer period 1947-53 were 
sustained first the unusual backlogs cre- 
ated during World War II, and then 
forces generated the Korean conflict. But 
since these developments did not put exces- 
sive pressures upon the economy general, 
substantially lower average levels per- 
formance would have meant far too much 
unemployment and other waste even there 
had been war-created factors. Moreover, 
during the period 1947-53, the ratio de- 
fense outlays total national production 
averaged lower than since 1953. follows 
that the period 1947-53 (or 1949-53) 
valid measurement the growth rate and 
resource utilization should have achieved 
since 1953, albeit different means and 
forces from those that obtained 1947-53. 
This doubly true because, assume 
that there had been the pull reasonably 
full resource use during 1953-60 1955-60, 
there reason assume that the com- 
bined growth rate the labor force and 
productivity during these periods would 
have averaged lower than during 1947-53. 
Analysis indicates the reverse. Certainly, 
“peacetime” justification for the inter- 
ruption our economic performance 
frequent recessions. 

Thus, Burns’ attempted rationalization 
the seriously deteriorating performance 
since 1953 since mid-1955, with all its 
costs home and dangers overseas, 
evasion our paramount economic problem 
rather than substantial economic argu- 
ment. When Burns took over Chairman 
the Council Economic Advisers Janu- 
ary, 1953, the loud promise the adminis- 
tration served was sustain reasonably 
full prosperity without war and without in- 
flation, and not acquiesce gross depar- 
tures from such prosperity because were 
not shooting war. 


reality, Burns merely making eco- 
nomic historian’s comment how the econ- 
omy might have been expected behave 
after 1953 nothing much were done help 
behave better. This begs the whole ques- 
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tion policy raised the economic ad- 
visers, and begs the whole question 
purpose. 


Gap Gap? 


Second, Burns attacks the finding the 
economic advisers that the American econ- 
omy suffered $32 billion gap 1960, 
representing the difference between actual 
and calculated desirable level 
The advisers arrive this gap starting 
with the middle 1955 (when the 4.0 per 
cent level unemployment was consistent 
with what the advisers use acceptable 
level for this purpose) projecting 
through 1960 growth rate 3.5 per 
cent per year (which they estimate would 
have been sufficient, view their esti- 
mate productivity and labor force trends, 
have held unemployment the 4.0 per 
cent level Burns, deprecating this whole 
approach, points out that 3.5 per cent 
annual growth rate were projected from 
mid-1947 instead mid-1955 (unemploy- 
ment also stood about 4.0 per cent 
mid-1947 the result would figure 
1960 about billion below the actual 
level 1960. 

find hard believe that Burns will not 
discover further reflection 
mathematical demonstration his mere 
obfuscation with respect the real issues 
under discussion. For merely shows that 
the actual annual growth rate from mid-1947 
through 1960 averaged tiny fraction above 
3.5 per cent (4.8 per cent during 1947-53, 2.5 
per cent during 1953-60, and even lower 
from mid-1955 through 1960). Consequently, 
3.5 per cent projection from mid-1947 
base results slightly “excessive” GNP 
1960, while 3.5 per cent projection from 
mid-1955 results very large GNP gap 
1960. But this discrepancy merely reflects 
the appallingly low growth rate since mid- 
1955 contrast with earlier years—the very 
point the economic advisers make. Indeed, 
going back mid-1947 and looking the 
years good performance since then 


strongly indicate that 3.5 per cent too 
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small for useful measurement the 
gap 1960 terms nation committed 
sustained maximum employment and pro- 
duction. The fact that seems clearly 
too small has very important policy signifi- 
cance, shall point out later. 

What Burns may really attempting 
say, although does not explicitly so, 
that going back mid-1955 even mid- 
1947 does not give one long enough period 
upon which formulate theory eco- 
nomic growth policy actions related 
this theory, and that, instead, one should 
back to, say, 1922 1890. While appre- 
ciate the great contributions Burns has made 
long-range historical description, un- 
fortunately has been prone couple this 
historical approach with the dangerous sug- 
gestion that the more study the more 
certain become that can never have 
enough data remove the uncertainties 
surrounding any positive and bold choice 
new policies. 

back any base year years long the 
accompanying analysis careful and cir- 
cumspect, incline the view that what has 
happened the eight years since 1953 dur- 
ing the cold war more relevant the fore- 
seeable future than what happened earlier 
times. These later years, terms inter- 
national conditions, the whole framework 
domestic economic policies both private and 
public, and the thrust the new technology 
and automation, seem more like the 
able future than any period before the termi- 
nation the Great Depression around 1940 
the period 1940-53, which was condi- 
tioned mainly World War II, postwar 
readjustment, and sudden mobilization for 
the Korean hostilities. 


REALLY RELEVANT DATA 


Burns not alone, nor does lack sup- 
porters. number economists whose de- 
structive gifts far exceed their constructive 
talents have indulged selective shifting 
base dates their efforts discredit the 
emerging economics economic growth. 
But the real issues posed the current eco- 
nomic advisers are plainly these: 
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now have abundant data persuade 
beyond dispute that our economic perform- 
ance during the more than eight years 
critical world pressures since the end the 
Korean conflict has been tremendously un- 
satisfactory? the answer here the 
affirmative, must not bold and develop 
new policy approaches? 

The data are far too clear for Burns turn 
away from recent and current realities 
going back 1947 1847. Regardless 
some the imponderables involved 
measuring the 1960 gap quantitatively, de- 
velopments the American economy during 
the more than eight-year period from first 
quarter, 1953 through third quarter, 1961 
have divided roughly into three main cate- 
gories: (1) recession periods, when the per- 
formance the total economy, measured 
total national production uniform 
dollars, moved downward absolute terms, 
with rising idleness man power and plant; 
(2) boom periods, when the total economy 
moved sharply upward for time from the 
recession base, with some reduction idle 
resources but not enough restore maxi- 
mum employment and production; and (3) 
stagnation periods, when the total economy 
continued move upward, but speed 
too slow reduce excessive idleness, 
times even prevent from rising because 
the growth the total economy was not suf- 
ficient absorb the growing labor force and 
the improved output per man-hour worked 
(productivity). Each these stagnation 
periods, moreover, led into another period 
absolute recession, with further increases 
idle man power and plant. have nu- 
merous occasions called this “roller- 
coaster” economic performance, and charac- 
terized representing “long-term de- 
parture from maximum employment and 
production.” Since early 1961, have been 
another upturn boom period, which 
thus far seems entirely consistent with 
this roller-coaster pattern and this long-term 
departure. 


Unemployment figures afford excellent 
illustration this point. The true level 
unemployment composed full-time un- 
employment plus the full-time equivalent 
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part-time unemployment. the boom- 
recession year 1953, the true level unem- 
ployment was 2.8 million, but the boom 
year 1955 was 4.0 million, and the boom 
year 1959 was 5.0 million, high 
the recession year 1954. And the recession 
period during first quarter, 1961, the true 
level unemployment seasonally adjusted 
was 6.2 million, more than million 
higher than the recession year 1954. the 
boom year 1959, true unemployment was 7.3 
per cent the civilian labor force, con- 
trasted with 4.3 per cent the boom- 
recession year 1953, and per cent the 
boom year 1955. 


first quarter, 1961, true unemployment 
seasonally adjusted was 8.6 per cent 
the civilian labor force. The second and third 
quarters 1961 were marked sharp 
upturn total national production and 
some other important business indexes. 
Nonetheless, October, 1961, full-time 
unemployment seasonally adjusted was 
about 6.8 per cent the civilian labor force 
(or fully high the first quarter) and 
the true level unemployment was about 
9.0 per cent, representing thus far reduc- 
tion unemployment from the level reached 
during the most recent recession. this 
compared with the first nine months 
the previous boom periods since 1953, the 
most recent upturn—when judged its im- 
pact upon far the least 
satisfactory. 

now find ourselves, the midst 
upturn boom that many sober economists 
think may have run half more its course 
toward its peak, with true level unem- 
ployment (measured portion the 
civilian labor force) about per cent higher 
than the recession year 1954, and about 
per cent higher than the stagnation year 
1956 the stagnation-recession year 1957. 
And view fundamental distortions 
the economy, believe that this latest upturn 
boom (in the absence much more 
vigorous policies) will carry nowhere 
near back reasonably full resource use, 
and will succeeded stagnation and 
then recession periods, which will turn 
lead much more idleness man power 


> 


and plant than any have experienced 
since the years the Great Depression. 

These unemployment figures can sup- 
plemented some other indexes. For ex- 
ample, the annual average plant capacity 
idle during the period 1954-60 whole 
was about 19.0 per cent for iron and steel; 
about 23.0 per cent for nonelectrical ma- 
chinery; about 13.5 per cent for autos, trucks, 
and parts; about 26.0 per cent for other 
transportation equipment; above 18.0 per 
cent for chemicals; almost 18.0 per cent for 
food and beverages; and almost 12.0 per 
cent for textiles. fourth quarter, 1960, 
about 12.0 per cent our total industrial 
production capacity was idle, and the end 
1960 about 23.0 per cent our manufac- 
turing capacity was idle. The developments 
date 1961 certainly indicate, despite 
the much heralded upturn production, 
much larger idle plant capacity now than 
after nine months any previous upturn 
period since 1953. 


Posirion EvALUATED 


the face all these data, would seem 
almost inexplicable that Burns should 
take complacent stand conflict with 
the palpably more reasonable appraisal 
the current economic advisers, that 
should attempt evade the central issue 
playing around with the choice base years 
and the calculation gaps. However, these 
tendentious efforts are quite line with his 
basic and positive position. begins 
reveal this position when says his April 
speech that there “better explanation” 
the inadequate upturn during 1958-60 
than the “neostagnation” theory that at- 
tributes the economic advisers. His own 
explanation threefold: the excessive shifts 
the budget position, from deficit $17 
billion first quarter, 1959 surplus 
billion second quarter, 1960 (cash 
budget, annual rates excessive credit tight- 
ness; and the steel strike. continues: 

“The early onset recession was due spe- 
cial factors, factors kind that need not 
repeated, rather than some permanent 
growing weakness our economy there 
chronic slack the economy. The problem 


recovery that face not very different 
from that which faced 1949 1954 
1958. Full employment not remote pos- 
sibility. the contrary, may well reached 
some months from now.” 


Burns’ language this point seems curi- 
ous combination knocking down straw 
men, illogic, irrelevance, and unanalytical 
optimism. the first place, nobody (cer- 
tainly not the advisers has asserted that the 
early onset recession was not due spe- 
cial factors (that is, special mistakes pub- 
lic and private economic policies Nor have 
the economic advisers anywhere implied 
that what they properly call the “growing 
weakness our economy” due some 
malevolent omnipresence bent upon creat- 
ing repeated troubles that cannot over- 
come our own actions. 

Secondly, say that the problem re- 
covery early 1960 was “not very different 
from that which faced 1949 1954 
1958” miss the point; the very fact 
that have had this “recovery” problem 
frequently precisely what the advisers 
are concerned about. More important, 
cannot know definitively how long the re- 
covery after 1949 would have lasted the 
Korean outbreak had not occurred; the re- 
coveries after 1954 and 1958 were manifestly 
unsatisfactory and did not reverse the long- 
term retreat; and the current upturn has not 
vet carried out the woods and may not. 
follows that need new approaches and 
new solutions, whether not the problem 
has changed greatly. 

the third place, Burns offers satis- 
factory analysis support his cheerful 
pronouncement that full emp!oyment may 
reached the middle end 1962. 
The evidence seems all the contrary 
adopt only the policies now under contem- 
plation. And even accidental good luck 
should reach the end 1962 the 
happy state full employment, which re- 
liance accidental good luck has not en- 
abled reach even once more than 
eight years, there uncomfortably little 
evidence that this happy state would 
without 
changes economic thought and action. 


BUSINESS HORIZONS 
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Taking its point departure what seem 
two insupportable propositions—that 
have chronic problem great magni- 
tude and that are well our way 
fine discussion policy 
concentrates, one might expect, upon 
warnings against the dire consequences 
new enlarged federal spending programs, 
including, apparently, some already under 
way. regard economic restoration, 
Burns says that there need for new 
spending programs when the economy ad- 
vancing. addition, says that the expan- 
sion social security, while would speed 
recovery, not sound way promote re- 
covery and therefore undesirable unless 
such expansion long-run value (which 
does not say is). says that lifting the 
recessionary device, particularly time 
like the present when are having seri- 
ous balance payments problem,” and 
certainly does not imply that lifting the 
minimum wage would desirable later on. 


short, Burns does not seem want 
much now even later on; does not 
want much about either recovery 
long-range growth (even one accepts more 
than his sharp distinction between the 
two problems). For dissents from the 
proposition the economic advisers that 
the consequences expansionary spending 
will “welcomed even they occur well 
after the recession has been reversed.” 
also says that cannot accept “without 
some reservations the view that greater Fed- 
eral investment education, health, hous- 
ing, research and resource development 
desirable the interest accelerating the 
Nation’s long-term economic growth.” 


All this lets the cat out the bag. Burns 
might well have stated his extremely con- 
ventional policy conclusions without bur- 
dening his readers with rather flimsy tech- 
nical analysis fitted such policy conclu- 
sions but providing persuasive support 
for them. 


His position becomes even clearer when 
examines his surrebuttal statement 


August, 1961. Here reiterates his warn- 
ings against the increased trends spend- 
ing, especially international 
inflationary grounds. charges excessive 
spending 1958, although that year 
were very far from full resource use. also 
offers his own program for economic growth, 
which stereotyped and limited: urges 
that stop fighting recession; reduce 
hold government spending; establish 
broader range tax concessions inves- 
tors; eliminate restrictive practices; improve 
unemployment compensation; and amend 
the Employment Act 1946 make price 
stability prime objective national eco- 
nomic policy. 


further point should added these 
comments Burns’ August, 1961 surrebut- 
tal. Burns says that the position the eco- 
nomic advisers implies that have escaped 
from chronic and persistent economic slack 
only during wartime. calls this “carica- 
ture.” not see how Burus can call 
caricature implied description that con- 
forms very closely the actual experience 
the American economy since 1929, except 
wartime under conditions clearly gen- 
erated war. Burns himself indulging 
complete caricature clear economic 
thinking when attempts refute the im- 
plication chronic economic slack citing 
growth figures gross national product, 
indebtedness, real output, employment, and 
prices. Large absolute upturns indexes 
economic activity have been entirely con- 
sistent with chronic slack because these up- 
turns have not kept the long run, and 
have seldom caught even the short 
run, with accumulating increases the labor 
force and productivity. 


THE ADVISERS’ REBUTTAL 


their reply Burns’ April speech, 
President Kennedy’s economic 
agree with Burns’ three explanations the 
unsatisfactory recovery They re- 
assert their own view (which they impute 
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also Burns) that shortages aggregate 
demand rather than structural factors are 
the main explanation high unemployment. 
They agree the desirability certain 
types tax concessions stimulate private 
investment. 

too believe with the economic advisers 
(and that budget and monetary pol- 
icies were times much too tight. Indeed, 
say they still are. not agree with the 
importance that they attach the steel 
strike major factor the inadequate 
recovery. may cogently argued that the 
recession might have come even earlier 
the steel strike, permitting working 
down inventories, had not temporarily 
masked some the fundamental imbalances 
between productive capacity and ultimate 
demand the form consumer expendi- 
tures and public outlays. this connection, 
should noted that the steel industry 
resumed very low level operations rela- 
tive capacity not very long after the steel 
strike was over. agree entirely with the 
aggregative rather than the structural ex- 
planation massive unemployment. 

disagree with the economic advisers 
that they attribute the abortive recovery ex- 
cessively inadequacies national eco- 
nomic policies, and not take sufficient 
account many other imbalances and dis- 
tortions throughout the private economy and 
the entire economy. This shortfall the 
council’s analysis has many serious conse- 
quences, including what believe 
erroneous emphasis upon tax concessions 
stimulate private investment. already 
indicated, the economic advisers seem 
entirely correct their resentment Burns’ 
classification them “neostagnationists.” 


The advisers’ use various mathematical 
exercises refute Burns’ claim that their 
estimate the 1960 gap questionable 
(because they used mid-1955 rather than 
mid-1947 base) seems valid for 
that purpose. But, the course these 
exercises, the economic advisers point out 
that accept the intended purposes 


Leon 


Burns’ demonstration—that 3.5 per cent 
growth rate projected 
through 1960 would show gap 1960 
—would imply that unemployment averag- 
ing about 6.0 per cent the civilian labor 
force would consistent with reasonably 
full utilization resources. This implication 
indeed wrongful. 

This debating point scored the advis- 
ers, although valid rebuttal Burns, 
serves fact undermine one their own 
main theses. For, view, thoroughly 
discredits their thesis that 3.5 per cent 
growth rate could maintain reasonably full 
employment over substantial number 
Indeed, when the economic advisers 
admit that more satisfactory rate utili- 
zation than have had would mean higher 
productivity gains and more entries into the 
labor force than were induced lower 
rate utilization, they virtually admit that 
3.5 per cent growth rate from 
would not have maintained reasonably full 
employment. fact, the combined labor 
force and productivity factor that they used 
arrive this 3.5 per cent rate much 
lower than any actual figure that has resulted 
during any substantial period full em- 
ployment within the most recent decades. 

This ties with conviction that the 
economic advisers’ general analysis faulty 
important respects. They seem say, 
their reply Burns, that the gap 1960 
was due the failure aggregate demand 
keep with 3.5 per cent annual in- 
crease potential supply, and that the task 
recovery therefore centers largely 
measures expand consumption (whicli 
here may taken include demand for 
ultimate products the form both pri- 
vate consumer expenditures and public out- 
lays). But then they say that 
growth rate higher than 3.5 per cent, after 
reasonably full use resources attained, 
depends not upon relatively 
stress the expansion consumption, but 
rather upon relatively more policy stress 
the expansion private investment plant 
and equipment. This, shall develop more 


March 1961 testimony. 


vows 
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fully later, seems based two serious errors: 

(1) assumption that equilibrium maxi- 
mum resource use may sustained 3.5 
per cent GNP growth rate; and (2) as- 
sumption that higher sustained growth 
rate after full recovery, depending does 
upon productivity advances averaging 
excess 2.0 per cent per annum, cannot 
expected without strong relative policy 
shift from consumption toward private in- 
vestment plant and equipment. not 
believe that the advisers would have made 
these errors they had carefully analyzed 
the actual causes the roller-coaster per- 
formance during 1953-60, the low economic 
growth rate, and the retreat from reasonably 
full resource use. 


feel that the economic advisers are in- 
dubitably correct arguing that the Presi- 
dent’s spending program not too high 
from the economic viewpoint, but they 
not offer evidence that high enough. 
recognizing that all government spending 
programs must meet the test social prior- 
ity, they are million miles ahead Burns, 
who apparently holds the view that public 
spending should restrained both the 
short run and the long run without regard 
social priorities. And even Burns were 
correct his assertions that higher levels 
public spending would bedevil the infla- 
tionary problem and our international bal- 
ance payments problem coupled with 
the rates private outlays that assumes, 
then should urge that higher taxes 
imposed ways designed restrain luxuri- 
ous private spending, instead sacrificing 
our greatest national priorities. His total 
neglect this problem seems woeful. 


PERFORMANCE ANALYSIS 


After writing and speaking about growth 
rates and GNP gaps for many years, cer- 
tainly welcome the emphasis that the new 
economic advisers place upon these matters. 
But for concern with these matters be- 
come more than mere numbers game 
mere device for censoring previous admin- 
istration, must linked inseparably with 
very careful analysis why have done 
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poorly, how much better should 
future, and what private and public eco- 
nomic policies are needed better. 


EssENTIAL TOOLS 


The minimum requirements for analysis that 
will serve guide nation-wide economic 
policies are two. First, there needs con- 
structed detailed portrayal the economy 
action for substantial number years 
past. This portrayal, which has sometimes 
been called “nation’s economic budget,” 
but which have suggested calling 
“American economic performance budget,” 
should depict the main developments 
production and employment, and define for 
purposes critical evaluation how far these 
actual developments fell short desirable 
and feasible objectives (both quantita- 
tively and qualitatively terms priorities 
private and public needs 

The performance budget should also ana- 
lyze the various main flows income and 
spending, affected market forces and 
major private and public economic pol- 
icies, and discern how these flows deviated 
from the requirements for optimum eco- 
nomic performance. And finally, the per- 
formance budget should delineate, subject 
human fallibility, what alternative pri- 
vate and public economic policies, their 
impact upon income flows and other moti- 
vating economic forces, would have brought 
actual performance closer the optimum. 

the basis this analysis the past 
and other relevant factors, there should also 
constructed economic performance 
budget for number years ahead, em- 
bodying the same essential components. 
This should used rigorous guide 
important public policies the federal 
level, and consensual voluntary 
guideline private economic policies 
nation-wide significance. 

Neither the Council Economic Advisers 
nor the President has thus far revealed such 
performance budget the public. be- 
lieve budget this kind essential the 
Congress and the people are understand 
our situation. Further, would appear that 
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the council far has not been guided the 
development such performance budget 
even within its inner offices. Only the lack 
such budget explains how the very able 
members the council could have devel- 
oped (in the judgment many excellent 
economists) programs and policies far 
short what required for the tasks 

Aside from the quantitative insufficiency 
the programs and policies set forth, the 
absence performance budget means that 
large measure these programs and pol- 
icies have had common frame refer- 
ence, have not been adequately tested for 
consistency, and part have been mis- 
directed. spell out these assertions, 
need indicate some own findings. 


Poor PERFORMANCE DATE 


Basically, believe that our poor economic 
performance since the end the Korean 


Business Week October 14, 1961), pp. 34-36, 
there appears article entitled Model 
Growth,” which contains tableau figures en- 
titled “Targets for 1963,” prepared the Coun- 
cil Economic Advisers. very fragmentary 
way, this appears very small first step to- 
ward something similar economic performance 
budget. But this tableau does not contain enough 
refinements very useful; does not cover 
enough years nor long enough time span; does 
not develop any integration between goals and poli- 
cies; and does not indicate why the goals for 1963 
are judged represent sustainable equilibrium 
model. not believe that the respective goals for 
private investment, personal consumption, and gov- 
purchases can represent 
model. Further, not believe that the targets, 
even achieved, are high enough restore reason- 
ably full employment man power and plant 
1963, much less earlier, nor are the policies else- 
where urged the President and the suf- 
ficient achieve even these inadequate targets for 
1963. the Business Week article, the Chairman 
the CEA quoted saying that “the whole proj- 
ect may just fizzle out” and that “the President likes 
the idea.” This trial balloon far cry from recog- 
nition that the setting such targets, and even 
more comprehensive ones, specifically required 
the Employment Act 1946. The council has 
not yet made available the public any model 
comparisons actual past performance with the 
needed levels performance for that period, which 
are essential formulation sound corrective poli- 
cies for the future. There are errors the 
targets for 1963 that would not appear they had 
made thoroughgoing analysis unfavorable de- 
velopments and their causes since early 1953. 


conflict has been due the failure effec- 
tive aggregate demand keep with and 
make use the actual growth the labor 
force and This explains the 
long and increasing departure from maxi- 
mum employment and production. also 
true that the actual growth the labor force, 
and especially productivity, would have 
been considerably higher the large and 
growing economic slack caused the inade- 
quacy aggregate demand had not seri- 
ously repressed the growth rate both 
these factors. 

follows from this analysis that would 
have needed very specialized measures 
improve the quality and structure the 
labor force and accelerate productivity 
growth (such some specialized incentives 
average annual growth rate any- 
where approximating the World War an- 
nual average rate about per cent real 
terms. would, however, without such 
specialized measures have averaged an- 
nual growth rate since 1953 well excess 
per cent merely through the impact 
adequate level aggregate demand upon 
utilization and growth the labor force and 
productivity. 

For the period 1953-60 whole meas- 
ured actual price levels, there were de- 
ficiencies public outlays, occurring almost 
entirely the federal level, the states and 
localities strained their resources advance 
fast they could. There were deficiencies 
private consumer outlays, resulting part 
from unsatisfactory income distribution af- 
fecting the relative propensity spend and 
save, but resulting more importantly from 
deficiencies consumer incomes. These 
deficiencies included the gross deflation 
farm income, the inadequate advance 
both total wages and wage rates the over- 
all, and the miserable reluctance expand 
sufficiently such consumer-oriented public 


following discussion, using economic 
performance budget that have reformulated for 
many years, greatly amplified Jobs and Growth 
Conference Economic Progress, 
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programs old age insurance and pensions, 
welfare spending, and minimum wage pro- 
tection. 


The deficiency private business invest- 
ment, which occurred for the period 
whole but not throughout the period, was 
not occasioned harshness the tax laws, 
nor inadequate levels profits and funds 
and other incentives during the boom 
periods. Rather, this deficiency reflected the 
sharp cutbacks profits and incentives and 
business investment that occurred when the 
booms were followed stagnation and re- 
cession, because the insufficient demand 
for ultimate products the part con- 
sumers and governments. During the boom 
periods, indeed, the relationship between 
prices and wages the key industries re- 
sulted relative trends profits and 
wages that yielded increasing profit margins 
per unit sales and nonsustainably high 
rates investment plant and equipment. 


result, these got further and further 
out line with effective increases real 
wages and other sources ultimate buying 
strength. For example, during the period 
1954-56, investment plant and equipment 
grew about eight times fast ultimate 
private and public demand, and grew about 
five times fast during the period 1958-60. 
This analysis serves also indicate the na- 
ture the “new inflation” when oc- 
curred, and the fallacy attributing 
wage rate increases that allegedly necessi- 
tated price addition the 
inadequate level federal outlays, the tax 
policy and the monetary policy imposed 
excessive restraints upon the over-all econ- 
omy, and were much too regressive terms 
their relative impacts upon investment 
and consumption. 


quantify this analysis, the 2.5 per cent 
annual rate economic growth for 1953-60 
meant loss about 18.5 man-years em- 
ployment opportunity, and production loss 
more than $260 billion, measured uni- 


fuller discussion, see Inflation—Cause and 
Cure (Washington: Conference Economic Prog- 
ress, July, 1959); and Wages and the Public Inter- 
est (Washington: Conference Economic Prog- 
ress, January, 1958). 
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form 1959 dollars. The deficiency private 
consumer expenditures was about $170 bil- 
lion, public outlays for goods and services 
all levels about $30 billion, and gross 
private investment including net foreign 
more than $60 billion. substantial part 
this investment deficiency, however, was 
residential construction rather than invest- 
ment expanding the means production. 


AND GOALS 


Even though now happen an- 
other boom period—albeit seemingly 
weaker boom than preceding ones—I have 
already indicated that see very little fun- 
damental difference between our basic situ- 
ation now and earlier periods since 1953. 

Consequently, our long-range economic 
policies, geared economic performance 
budget that reasonably attuned our 
growth potentials and that carefully ana- 
lyzes the sources our recent and current 
difficulties, should move along these lines: 
much larger expansion federal outlays, 
directed toward domestic programs far 
not needed for immediate international pur- 
poses; great expansion the public pro- 
grams, such social security, that increase 
consumer incomes means other than di- 
rect federal spending; development guide- 
line studies pointed toward formulas for 
wage rate increases that, consistently with 
stable price level, will help wages exert 
their appropriate role the expansion 
total consumption; and vigorous measures 
lift farm income through adjustment 
supply and expansion demand both 
home and overseas. For reasons already 
stated, believe that such efforts would in- 
duce entirely adequate level business 
investment, and, indeed, the real problem 
would again prevent this investment 
becoming too ebullient. 

Such combination policies would bal- 
ance the federal budget even yield sur- 
plus those years when were close 
enough full resource use justify such 
tight budget policies. Actually, current tax 
rates are the main too high for this pur- 
pose because they would yield surplus far 
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short full resource use, and there should 
some tax reductions favorable low- 
income and middle-income consumers. 
There should also considerably more 
liberalization monetary policy, with lower 
long-term and short-term interest 

shall now quantify these objectives 
order indicate their implications, restrict- 
ing myself here the goals for 1962. de- 
veloped these early 1961, consistent with 
long-range goals through While now 
seems almost impossible that these goals 
could attained 1962 because neglect, 
they are nonetheless indicative the nature 
the tasks ahead. Compared with fourth 
quarter, 1960 (annual rates seasonally ad- 
justed total national production should 
$86 billion 1962; private consumer 
spending $46 billion; wages and salaries 
$43 billion; net farm income bil- 
lion; transfer payments billion; gross 
private investment $23 billion; residential 
nonfarm construction billion; and pub- 
lic outlays for goods and services almost 
$14 billion the federal level, and more 
than billion the state and local 


CURRENT INADEQUACIES 


INADEQUACIES POLICIES 


discouragingly obvious that little the 
official programmatic thinking line with 
this analysis adjusted these goals. feel 
this way not only about the short-range 
economic outlook which have already dis- 
cussed citing the employment and pro- 
duction trends thus far) but also about the 
long-range outlook. Even the Congress 
were respond favorably and quickly all 
that the administration has far proposed, 
including the logical expansion future 
years indicated implied, question seri- 
ously whether our average annual growth 
rate during the five-year period 1961-65 


Tight Money and Rising Interest Rates 
(Washington: Conference Economic Progress, 
July, 1960); also Jobs and Growth, chapter 10. 

and Growth develops and reconciles all 
these quantifications much greater detail. 
economic performance budget through 1965, in- 
cluding programs and policies, also given. 


Leon 


would appreciably higher than the dis- 
mally inadequate rate during 
estimate that would forfeit during the 
five-year period 1961-65 another million 
man-years employment opportunity and, 
measured uniform 1959 dollars, another 
$390 billion total national production. 
This could leave 1965 alone, even 
that did not happen recession year, 
with true unemployment about million 
and production deficiency about $120 
billion, again measured uniform 1959 
dollars. 


TAx APPROACHES 


significant example faulty analysis the 
proposal for special tax concessions inves- 
tors made the President earlier this year 
with the public support the Council 
Economic Advisers. While this proposal was 
not adopted, generally believed that the 
Secretary the Treasury and others are de- 
veloping even broader range tax con- 
cessions for presentation next year. recent 
weeks, fact, the Treasury has granted 
some tax concessions encourage invest- 
ment plant and equipment. 

The main reasons advanced the Coun- 
cil Economic Advisers for this kind tax 
thinking that growth rate much 
above 3.5 per cent annually, after full re- 
covery achieved, depends upon annual 
productivity growth rate much higher than 
2.0 per cent (assuming growth rate the 
labor force about 1.5 per cent); that this 
higher growth rate productivity requires 
much higher ratio business investment 
than has pertained recent years; 
and that this turn requires special tax 
concessions. 

Let put aside the point that need 
achieve full economic restoration before 
start sustaining it, and that stimulating in- 
vestment relative private and public de- 
mand for ultimate products would seem 
foolish until after full recovery. But even 
thereafter, granted that the average annual 
growth rate both productivity and the 


12For detailed reasoning, see Jobs and Growth, 
especially Chapters and 
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investment that affects have averaged 
much too low since 1953 whole, the 
reasons for the low growth rate investment 
have been entirely different from those that 
might call for tax concessions. And the rea- 
sons for the low productivity growth rate 
average have been only part technologi- 
cal; large extent, they have been due 
economic slack—a fact that the advisers ad- 
mit. addition, the advisers have adduced 
arguments support their claim that 
the ratio investment should 
higher for the long pull than recent years, 
except reasoning analogy the years im- 
mediately following World War II, which 
involved entirely different problems. Fur- 
thermore, there indication that ade- 
quate level ultimate demand has not 
induced adequate ratio investment 
the past, the ratio when ultimate 
demand was high has tended get too high 
and get into trouble. 

any event, measures provide special 
incentives investors should accom- 
panied compatible measures help ex- 
pand other sectors order provide equi- 
librium. The idea that high investment 
automatically sustainable negated all 
experience. But without 
budget, the tax ideas the advisers have 
been developed void, and have con- 
tact with 

There other evidence that the economic 
advisers not yet have the comprehensive 
view the economy and the integrated ap- 
proach policies that performance budget 
would provide. their testimony before the 
Joint Economic Committee March 
1961, the advisers stated that the personal 
saving ratio during the last half 1960 was 
“abnormally high.” question posed 
member the committee, the advisers 
subsequently replied: 


“Strength consumer spending would 
welcome stimulus our economy, which suf- 
fering from inadequate demand. But low sav- 
ing ratio not sine qua non recovery 
investment public expenditure expands suf- 
ficiently. The higher the personal saving ratio, 
the more the burden restoring and main- 


Jobs and Growth, pp. 71-73. 
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taining full employment falls investment 
demand. investment demand expand 
sufficiently, both the tax system and the mone- 
tary policy must provide adequate incentives 
investment. There are advantages sustained 
prosperity this 


This seems extremely superficial 
statement. reflects common error the 
economic model makers who stop short 
the real problem, namely, the error as- 
suming that level high enough 
sustain full prosperity can result merely from 
playing around with the figures representing 
the components until these figures 
add the desirable 

The error begs the whole question 
sustainable relationship between the expan- 
sion productive capacities and the expan- 
sion demand for ultimate products. This 
the essential problem the American 
economy. problem that the advisers, 
their public analysis and policy discussions 
date, have hardly touched. they came 
grips with this problem, they would change 
many their ideas, including their ideas 
concerning taxes. They might find, for ex- 
ample, that the propensity consumers 
spend might encouraged tax changes 
were directed toward improving the distri- 
bution personal income after taxes, and 
that these types changes would, 
grounds both equilibrium and equity, 
far safer and sounder than using tax con- 
cessions stimulate some more nonsustain- 
able investment booms. 


Errors APPROACHES 


their increasing preoccupation with 
inflationary problem, which has been grossly 
exaggerated for bad purposes recent years 
and which any event has been due 
causes other than those usually blamed for 
it, the economic advisers and even more 
the President are whipping the country into 
frenzy about “restraining prices and 
wages.” course, both need re- 
strained—if restraint interpreted avoid- 
ing excesses. But the central economic 
problem get proper relationship be- 


before the Joint Economic Committee 
April 10, 1961. 
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tween prices and wages. The central dif- 
ficulty recent years has been that prices 
have been too high relative wages during 
the unbalanced boom periods that have 
generated the seeds recession. The prob- 
lem will not resolved mere propa- 
ganda campaign that likely result 
still worse relationship and therefore still 
worse economic consequences, even some 
price restraint occurs along with even more 
wage restraint. 

the government concern itself 
all with guidelines prices and wages, and 
believe that should, then the government 
through the Council Economic Advisers 
and other instrumentalities should recog- 
nize the responsibility quantify the price- 
wage problem and relate other 
aspects economic performance budget. 
doing this, they would providing real 
economic leadership instead looking for 
applause from general public that may 
applauding the wrong rather than the right 
policies just because the government rein- 
forcing miseducation instead providing 
education. 


Tue 3.5 Per Cent 


Both the tax mistake and price-wage mistake 
proceed from the economic advisers’ faulty 
conclusion that 3.5 per cent GNP growth 
rate “normal” and consistent with sus- 
tained full employment after achieved. 
This conclusion, since based upon the 
idea that 2.0 per cent average annual 
increase productivity normal, leads 
naturally the idea that 2.0 per cent 
nation-wide average increase wage rates 
would about correct. also leads the 
conclusion that, order get higher GNP 
growth rate, tax policies must used the 
advisers suggest. 

However, the 3.5 per cent figure, for the 
purposes used the advisers, would not 
seem bear close scrutiny. sure, dur- 
ing the four decades 1922-60 being 
appropriate base year after World War I), 
the average annual rate growth total 
national production was 3.4 per cent, meas- 
ured uniform 1959 dollars. And ex- 
clude the Great Depression and the far from 


satisfactory recovery during 
1929-39, the World War and reconversion 
years 1939-47, and the Korean conflict years 
1950-52, the average annual rate growth 
since 1922 was about 3.7 per cent. 

But this 3.7 per cent figure very long- 
term average performance that spans good 
and bad years. includes the years 1953-60, 
when the average annual growth rate only 
2.5 per cent carried further and further 
away from maximum employment and pro- 
duction. The growth rate has been much 
higher when our resources were even 
moderately full use. The average annual 
growth rate was more than 4.5 per cent dur- 
ing the peacetime prosperity period 1922-29, 
which was not characterized excessive 
pressure upon productive resources 
“undesirably” low level unemployment. 
During the predominantly peacetime period 
1947-50, the annual average was about 4.0 
per cent, despite somewhat high average 
level unemployment and one substantial 
recession. And during the period 1947-53, 
divided somewhat equally between peace- 
time and limited war and therefore roughly 
comparable whole the period since 
1953, the annual average growth rate was 
4.8 per cent, despite average employment 
considerably below maximum. 

view this record, estimate—that 
average annual growth rate about 4.2 
per cent during the period 1953-60 would 
have been consistent with sustained maxi- 
mum utilization our growing productive 
resources—is perhaps conservative. Indeed, 
all the way back 1922, period 
significant length can found which 
lower growth rate resulted anything 
approximating maximum employment and 
production. view the productivity 
trends discussed below, estimate that 
average annual growth rate about 5.0 per 
cent, only very slightly higher than the 
4.8 per cent rate during the period 1947-53, 
would the optimum for the years imme- 
diately ahead, once maximum employment 
and production are restored. return 
full prosperity the end 1962, aver- 
age annual growth rate about 8.0 per cent 
would required 1960-62. are not 
likely achieve it. 
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VULNERABLE ANALYSIS 


Nor there much support the data for the 
economic advisers’ idea that reasonable 
expect only 2.0 per cent average annual 
growth rate productivity under conditions 
fairly full resource use. The average an- 
nual growth productivity for the entire 
private economy estimated 0.5 per cent 
during the period 1910-20; accelerated 
2.4 per cent during the period 1920-30; and 
accelerated further 2.6 per cent during 
the period 1930-40. During the most recent 
these three decades, the continued ad- 
vance technology more than counteracted 
the adverse effect upon productivity de- 
pression levels unemployment. Indeed, 
may that the brutal disemployment 
workers during the Great Depression sac- 
rificed nation-wide efficiency per-unit 
“efficiency.” The period 1940-50 showed 
average annual productivity growth rate 
the still faster rate 3.0 per cent, with 
higher rate the post-World War period. 


whole, the most recent ten years have 
shown serious decline the rate pro- 
ductivity growth. But this adverse trend did 
not start the beginning the decade. 
During the period reasonably full employ- 
ment, 1947-53, the average annual rate 
productivity growth had accelerated still 
further 4.1 per cent. And even during the 
period 1950-55, which conditions 
moderate economic slack prevailed, the pro- 
ductivity growth rate averaged 3.8 per cent, 
much higher than the 1940-50 average. 
But during the 1953-60 period, period 
relatively large economic slack, the produc- 
tivity growth rate averaged only 2.6 per 
cent; and during the 1955-60 period, period 
still greater economic slack, the produc- 
tivity growth rate fell average only 
2.1 per cent. 


Since, broadly speaking, progress 
science, technology, and automation has 
continued accelerate, this disturbing de- 
cline the productivity growth rate has not 
been due primarily deficiencies techno- 
logical capabilities. Instead, has repre- 
sented considerable inefficiency the use 
man power and existing plant and equip- 
ment, brought about large and growing 
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economic slack. Moreover, under the incen- 
tives higher ultimate demand, our techno- 
logical capabilities being would have 
increased through investment much more 
rapidly than they actually did. 

their March 1961 testimony before 
the Joint Economic Committee, the Presi- 
dent’s economic advisers stressed the fact 
that productivity gains are adversely affected 
economic slack, and that productivity 
speeds greatly the economy moves 
closer full operation. Indeed, the advisers 
point out that, during periods when unused 
capacities are being sharply reduced, the 
average annual productivity gains tend 
about 3.3 per cent. There reason 
assume that these gains would lower 
reasonably full utilization capacities; 
fact, they might well higher. 

Department Labor studies and state- 
ments the Commissioner Labor Statis- 
tics reinforce the proposition that there has 
been distinct acceleration the rate 
productivity gains the private economy 
during the past five decades. The relevant 
productivity figures derived the Bureau 
Labor Statistics indicate annual pro- 
ductivity gain potential ranging between 3.5 
and 3.9 per cent under conditions high 
capacity utilization. 

These results are all consistent with the 
proposition that average annual GNP 
growth rate about 5.0 per cent would 
result the years shortly ahead reason- 
ably full utilization resources were main- 
tained. The main policy measures put for- 
ward the economic advisers lift the 
growth rate above 3.5 per cent not, how- 
ever, correctly size the elements the 
problem; indeed, these policies would work 
against rather than favor equilibrium 
full prosperity. 


DETERIORATION 


recent months and weeks, there have 
been indications that the government 
improving its thinking sharpening its tools 
order achieve more rapid economic 
recovery more adequate growth. 

For example, the technical level, 
hear more and more the effect that pro- 
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grams which might well serve these pur- 
poses must held check view our 
international balance payments problem. 
the general economic policies the ad- 
ministration move closer and closer those 
the previous administration, the balance 
payments problem—real though is—is 
being used scare campaign turn 
away from much what need do. 
Similarly, the real aspects the inflationary 
problem were pumped into scare dur- 
ing the Eisenhower administration for the 
same purpose. 

the economic advisers used eco- 
nomic performance budget integrate 
thorough analysis our international eco- 
nomic problems with our domestic economic 
problems, they would soon discover that 
sustained and adequate rate economic 
growth the United States would more 
than all else reduce the real alleged 
overseas competitive threat our well- 
being, not speak improving overseas 
confidence the American economy and 
therefore the American dollar. addition, 
the advisers ought helping the Presi- 
dent tell the country that new instrumen- 
talities can devised reduce our slavish 
dependence upon gold, and maximize the 
real wealth and prospects that are now 
sacrificing our reliance outmoded 
shibboleths. Unfortunately, the advisers 
seem most recently abetting rather 
than resisting the faulty use the balance 
payments 

The economic advisers may also taken 
task for joining in, instead continuing 
resist, the rosy optimism now pervading 
the administration the economic front. 
When high technicians even the Depart- 
ment Labor put their press releases 
better explanation the failure reduce 
unemployment September than hurricane 
“Carla,” when Cabinet officers and economic 
advisers are talking about recovery that 
has “exceeded our highest predictions,” and 
when some them who should know bet- 
ter are saying that the only remaining un- 
employment problem “hard core” 


fuller discussion the gold and balance 
payments problem, see Jobs and Growth, Chapter 


“structural,” shudder think our eco- 
nomic future the face world events. 


POLITICAL POSTSCRIPT 


the outset, promised say word 
the “political” subject interpenetrates 
with policy the national level. Some 
friends the administration tell that 
everyone there, including the President, 
wants much more the economic 
front, but that there are “political” problems. 
There always are. 

Political difficulties, however, not ex- 
plain some the deficiencies the work 
the economic advisers, and, through 
them, the economic programs the Pres- 
ident. Political difficulties not entirely 
explain the number appointments top 
positions, which, far from strengthening the 
administration forces and thus helping 
educate Congress and public that the ad- 
ministration says are too static too apa- 
thetic, are instead adding the 
forces within the administration itself. The 
genuine political problems confronting the 
President not justify the rationalizations 
the economists close him, both inside 
and outside the government, behalf 
programs they know deficient. This 
robs the President the services that such 
economists should render, the help that they 
should give him his weighing the 
tical risks asking for too much against the 
national and international risks trying 
get along with too little. 

And even from the viewpoint political 
strategy, one now sees administration 
that has blurred some the vital issues 
its desire win “conservative” approval be- 
ing forced undertake special campaign 
win over those who are castigating (as 
might have been expected despite its pla- 
catory efforts. Thus, one wonders whether 
would not better political strategy 
the long run tell the American people 
what may need order survive. 

this may, the thoughtful and re- 
sponsible economist the years ahead 
challenged his part help lift the gov- 
ernment and the American people from the 
foothills the mountains dealing with the 
urgent problem economic growth. 
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Case Study 


the past few years, the manage- 
ment the Franklin Oil Refining 
Company has been studying the effects 
the major oil companies’ accelerated pro- 
gram acquisition independent filling 
stations. The company has determined that 
this acquisition trend, unchecked, will 
eliminate many Franklin’s good customers 
and seriously affect the profitability and 
long-run prospects the company. 

1940, the incorporators the Franklin 
Oil Refining Company recognized oppor- 
tunity capitalize the demand for re- 
sidual fuel oil required the foundries 


The data for this case study were collected the 
Case Research Unit the School Business, 


Indiana University, and prepared Glenn 
Babcock. 
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CAN THIS 
OIL INDEPENDENT 
MAKE 


Columbus, Ohio. They obtained option 
suitable tract land, which was well 
outside the city limits and was crossed 
pipeline that brought crude oil from the 
Texas fields. With the refinery facilities 
operation, Franklin officials believed their 
company could deliver residual fuel oil lo- 
cally lower cost than could the larger 
oil companies; these companies were obliged 
use rail transportation bring oil from 
their refineries, which were located con- 
siderable distance. The advantage thus 
gained residual fuel oil was counted 
put Franklin position meet the tank- 
truck prices regularly quoted gasoline 
the major oil refiners and still make satis- 
factory profit. 

The strict limitations the consumption 
petroleum products, which were insti- 
tuted immediately after the attack Pearl 
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Harbor 1941, posed very difficult prob- 
lems for the new oil company, but these 
were coped with successfully. Franklin en- 
tered the good position financially 
and with every indication profitable 
market for the capacity the refinery. 


THE INDEPENDENT OPERATOR 


was not long, however, before changes 
occurred the retailing gasoline. Before 
World War and for short time after the 
war, large amount capital was not re- 
quired open filling station. The stations 
were neither large nor elaborate, and man 
with $500 usually had little difficulty mak- 
ing arrangements for financing the construc- 
tion station and the installation tanks, 
pumps, and other equipment. But the 
more favorable locations were taken, owners 
began erecting larger stations and adding 
fully equipped facilities for lubricating and 
servicing cars. Inefficient inadequately 
financed operators either went out busi- 
ness sold their stations more capable 
and aggressive operators. Numerous small 
chains filling stations came into existence, 
and many these chains, well the 
operators single stations, were good cus- 
tomers the Franklin Oil Refining Com- 


pany. 


Price 


The keen competition among all the stations 
owned leased independent operators 
and all the stations operated the major oil 
companies forced down the retail margin 
profit. Inevitably operator, perhaps one 
the larger companies, would offer some 
inducement attract trade. Whatever form 
this inducement took—a lower price per gal- 
lon gasoline, trading stamps, some other 
type promotion—the other stations could 
expected make counter effort 
hold their trade. Not only was the first sta- 
tion’s special inducement met, but fre- 
quently was surpassed, and price war 
ensued. Sometimes these wars were short 
lived, but many times they continued for ex- 


Stupy 


tended periods, during which the prices 
were forced down level which one 
could break even, let alone make profit. 


Companies with widespread distribution 
were able absorb the losses incurred 
local price war, but the independent opera- 
tor whose capital was invested the single 
station small chain with most all 
units the area affected the price war 
had way offset his losses. the late 
several important chains had sold out 
one another the major oil companies. 
Whenever this happened, the Franklin Oil 
Refining Company’s market, either actual 
potential, was reduced. The situation was 
aggravated the companies’ 
stepped-up programs expansion their 
retail outlets the Middle West. 


Gains 


The Franklin Oil Refining Company was not 
good position protect itself against 
loss outlets purchase small chains 
stations when they came the market. 
Under existing regulations the Internal 
Revenue Service, owner chain could 
negotiate tax-free exchange the stock 
his corporation for stock major oil com- 
pany and thus avoid the capital gains tax. 
Ordinarily, stock company whose shares 
are listed the exchange much more at- 
tractive than unlisted shares smaller 
corporation such Franklin. Consequently, 
Franklin wished purchase chain 
stations offered for sale, chose act 
intermediary and interest some other 
operator the purchase, was necessary 
for the cash offer sufficiently larger 
than the market value the traded secu- 
rities offset the capital gains tax. 

For example, the owner chain ap- 
proximately forty stations, including four 
bulk plants and certain other property, had 
decided sell and asked $1,450,000 for his 
holdings. widower over sixty years age, 
desired convert his estate into nego- 
tiable securities that could form the basis 
several trusts for his one married daughter 
and her children. His attorney had informed 
him that his estate would exposed 
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cost from $100,000 possibly $150,000 
legal fees for appraisal and handling the 
physical properties the chain still 
owned the corporation the time his 
death. that event, however, capital 
gains tax would imposed, unless the law 
was changed. 

The net worth the corporation had been 
built over many years. considerable 
number the sites had been acquired 
very low prices, far below current values. 
The buildings and equipment had been 
largely depreciated. the owner sold for 
cash, was subject tax about $1,000,- 
000 capital gains. cash purchaser, there- 
fore, would have pay him approximately 
$250,000 more than the value securities 
that might offered one the major oil 
Whitney, treasurer Franklin, was reason- 
ably confident the owner this chain 
stations would obtain his asking price. 


Thus, said Whitney, the operation the 
federal income tax applies capital 
gains favored the acquisition smaller 
corporations the large companies, and 
worked against the growth corporation 
that was not position work out 
equally attractive tax-free proposal when 
wished purchase properties that came 
the market. illustrate the difficulties faced 
independent refining company 
attempting halt the inroads the major 
oil companies, Whitney cited the case the 
owner-operator small chain stations. 
This customer, Apex Oil Corporation, with 
headquarters Newark, Ohio, bought less 
than per cent Franklin’s output, but was 
representative customers comprising 
per cent Franklin’s total market. 


APEX OIL 


ACQUIRING STATIONS 


Henry Fleetwood, the president Apex Oil, 
had formerly taught small rural school. 
1939, when the school trustee was 
changed, was dismissed job. 
Having decided get into some other line 
work, Fleetwood found filling station 
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under construction the intersection 
routes and south Newark, Ohio. 
employee one the local factories had 
leased small plot with option purchase, 
had contracted for underground tanks 
payment plan, and was attempting con- 
struct the station during his off-hours. His 
funds were depleted, however, and his cred- 
was insufficient enable him complete 
the station. 

With $500 loan for working capital from 
aunt who also guaranteed payment his 
obligations for additional equipment 
needed, Fleetwood obtained credit, com- 
pleted the station, and was soon business. 
His total investment was only about $2,500. 
Fleetwood proved capable operator. 
His wife kept the records and sometimes 
even helped out the driveway. The sta- 
tion prospered, and, when major oil com- 
pany closed station Newark because 
depressed local conditions, Fleetwood was 
able buy the station without any down 
payment. operated these two stations 
successfully until 1943, when leased two 
more stations—one Columbus and one 
Zanesville—that had been closed because 
gasoline rationing. Fleetwood arranged 
have these stations supplied the Franklin 
Oil Refining Company. 

During the next few years, Apex Oil pur- 
chased built several more stations. Some 
them did not prove successful, and some 
that had initially been successful did not 
Utica, Ohio was complete failure and was 
closed after only one month’s operation. An- 
other, located Mt. Vernon, Ohio, also was 
unsuccessful and was later closed. Two sta- 
tions Mansfield, the other hand, were 
very profitable. One was the intersection 


routes and near the eastern edge 
the city; pumped about 65,000 gallons 
month during the first few years, and about 
45,000 gallons month during the last two 


years. Two more stations were opened 
Columbus; one these, located near the 
entrance the fairgrounds, was later sold 
another independent chain, and the other 
was sold when large superstation with 
five islands and ten pumps opened within 
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two blocks it. station Coshocton did 
well until large station was built just across 
the road; then the Apex station was sold. 
Better results were obtained from two more 
stations built Zanesville. 


During World War and for some time 
afterward, Apex enjoyed gross margin 
cents cents gallon, and the return 
investment was sometimes much 
per cent before federal income taxes. 
Until 1954, Fleetwood’s annual profits had 
ranged from $20,000 $50,000. 


INCREASED COMPETITION 


Beginning about 1955, several the major 
oil companies, which formerly had had little 
distribution central Ohio, began aggres- 
sively expand their operations the area. 
They started buying properties 
ing very expensive stations; attract trade, 
special inducements were offered with 
much publicity. Price wars were frequent. 
Those companies that previously had en- 
joyed the bulk the trade were forced 
expand order protect their “fair share 
the market,” and the competition for 
strategically located sites increased the price 
real estate far beyond its true value. 
many cases, formerly profitable businesses 
became marginal operations. 


Costs AND LOSSES 


Costs erecting stations 
greatly since Fleetwood’s initial investment 
$2,500 his first station. Apart from the 
cost land, which varied widely depending 
the location and the competition for ad- 
vantageously situated sites, the cost 
average one-island station had risen 1959 
about $24,000, according Bill Fleet- 
wood, Henry’s nephew and the vice-presi- 
dent Apex. This cost was made 
approximately $14,000 for 
$6,000 for tanks and pumps, and $4,000 
$5,000 for the driveway. 

The Apex Oil Corporation had not fa- 
vored the supermarket type operation 
that some operators had adopted. Fleetwood 
felt was better have only one two 
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APEX OIL CORPORATION 
Profit and Loss Statements for Years 1956-60 


Gross sales $1,232,265 102.6% 102.5% $1,158,791 101.8% 860,317 101.5% 974,072 101.5% 
Net sales 1,193,189 100.0 959,399 100.0 
Cost goods sold 
Available for sale 902,346 75.1 926,114 77.6 
Expenses 
Depreciation 20,948 19,657 1.6 16,188 1.4 10,798 1.3 0.9 
Transport, trucks 8,705 0.7 7,996 0.7 
Miscellaneous, general 7,601 0.9 11,521 1.2 
Other income 


Loss oil well operation (935) 


Net profit before federal income taxes 


islands with two four pumps and able 
maintain more personal contact with 
the customers than was possible the larger 
stations. also believed could get 
better attendant and have closer supervision 
over employees the smaller stations. 
had been his observation that most custom- 
ers preferred trade station where 
they knew the attendant and where they 
knew the station would open whenever 
they stopped for gasoline. All but one 
the Apex stations were kept open twenty- 
four hours day. this manner, Fleetwood 
felt that maximum gallonage per pump was 
obtained and the greatest return invest- 
ment assured. 


Apex did not have any grease racks with 
its stations. Bill Fleetwood contended that 
the wages extra attendant, who might 
lubricate ten cars day, were entirely out 
proportion the charges for the service, 


and gallonage suffered one man attempted 
work the grease rack while servicing 
the gasoline pumps. large chain had made 
test three its stations Cleveland 
and Akron, said, and had found that cus- 
tomers objected waiting for the man 
the grease rack take care them, and 
have him come out their cars with his 
hands greasy. said the test results indi- 
cated that gasoline sales had fallen off 
much per cent because the racks. 
Those stations that still maintained grease 
racks did so, Bill claimed, only con- 
venience the customer and not because 
the service was profitable. 


Between 1955 and 1958, Henry Fleetwood 
inaugurated many efficient measures, and 
marginal stations were either closed con- 
verted other uses. 1957 and 1958, 
oil company that previously had not had 
distribution the area erected several sta- 
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APEX OIL CORPORATION 
Balance Sheets for Years 1956-60 


Assets 
1956 1957 1958 1959 1960 

Current assets 

Cash 3,883 4,694 1,837 1,342 

Accounts receivable 8,407 10,603 10,857 16,616 

Inventories 18,522 19,538 18,233 19,186 
Total current assets 34,835 27,940 36,191 
Fixed assets 

Land 564 564 

Buildings 67,531 25,258 25,666 

Equipment 43,900 28,760 17,714 

Trucks and automobiles 23,476 21,027 17,718 17,718 27,248 

Total 70,437 72,300 

Less: 

Allowance for depreciation 55,047 62,800 35,629 46,243 35,917 
Total fixed assets 72,422 34,808 
Prepaid expenses 183 287 927 2,812 
Total assets $123,491 $107, $63,035 $63,175 $89, 058 

Liabilities and Net Worth 

Current 

Accounts payable 30,434 34,731 $15,702 $23,541 $46,069 

and withholding taxes 

payable 1,709 1,238 987 1,216 1,375 

State gasoline tax payable 12,292 13,380 13,888 16,233 17,319 

Notes 5,000 10,000 8,875 8,000 23,836 
Total current liabilities 39,452 48,990 88,599 

Long-term debt 

Notes payable 36,575 26,275 
Net worth 37,481 21,633 23, 583 14,185 459 
Total liabilities and net worth $123, 491 $107,257 $63, 


tions Newark. During the price war, 
which started shortly thereafter and lasted 
three four months, the price standard 
grade gasoline dropped from 29.9 cents 
24.9 per gallon, leaving only about 2.0 
cents margin for the Apex stations. Accord- 
ing Bill Fleetwood, was commonly un- 
derstood that the lessees the major com- 
stations were guaranteed margin 
4.5 cents per gallon during the price war. 
With the increased consumption gasoline 
while the low prices were effect, those 
operators were satisfied, but was impos- 
sible for independent operator such 
Apex show profit since most its sta- 
tions were the affected areas. Financial 
data for the company are shown the ac- 


companying balance sheet and profit and 
loss statement. 


ALTERNATIVES 


Prices were returned the normal level 
during the latter part 1958, but another 
war broke out Once again, was 
several months before the ruinous compet- 
itive situation was righted. Fleetwood was 
compelled sell some property order 
provide funds for living expenses. early 
1960, was very discouraged. The price 
wars the cities which his stations were 
located threatened recur repeatedly. 
Fleetwood saw two alternatives: spread 
his operations other towns where price 
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wars were not occurring, sell his entire 
business one the major companies. The 
first alternative would require additional 
funds, but, view the unsatisfactory 
profit history recent years, his ability 
raise such funds was questionable. Would 
estimate net earnings after taxes 
large enough offset the chance loss 
the new locations? Would justified 
risking possible loss all his savings? 
Did not owe his wife and their three 
children get out the business? The 
eldest son was freshman Ohio State, and 
Fleetwood certainly did not want anything 
interfere with his education the edu- 
cation the other children. 


Fleetwood seriously considered selling 
out and investing the proceeds after taxes 
stocks large companies with good 
dividend records. Possibly could work 
out merger his chain with one the 
major companies, exchanging stock tax- 
free transaction, and accept salaried po- 
sition with that company. Some features 
such proposition did not appeal Fleet- 
wood, but still felt might the wisest 
choice. 

Since the Franklin Oil Refining Company 
had been his principal source petroleum 
products for almost all the years Apex had 
been business, Fleetwood 
problem with his friend Whitney. Whitney 
advised Fleetwood against entering another 
line business unless could work out 
some way avoiding payment high in- 
come taxes the earnings that should 
anticipated justify the venture with its 
concurrent risk possible loss his invest- 
ment. 


the same time, Whitney did not fore- 
see any long-time suspension price wars, 
considering the legal prohibitions against 
price agreements between competitors. 
The world supply crude oil now exceeded 
any short-run needs, and long inte- 
grated companies could get profitable 
price for crude they could expected 
sacrifice distribution profits necessary 
maintain flow the wellhead. 

Should Fleetwood decide try con- 
tinue the Apex Oil Corporation, was Whit- 
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opinion that Fleetwood should expand 
into other towns lessen the risk the 
effect price war all his stations the 
same time. However, Whitney believed the 
erection the kind facilities that would 
needed meet existing competition 
would require more funds than Apex could 
expect obtain through normal channels. 


COMMENT Charles Hewitt 


HIGHLY competitive situation 
which the Franklin Oil Refining Company 
and Apex Oil Corporation find themselves 
similar the situation faced smaller 
firms many American industries recent 
years. The competition gasoline market- 
ing, however, aggravated special fac- 
tors that exist the petroleum industry. 

About twenty very large, fully integrated 
major companies own control most the 
industry assets all levels the industry. 
These major companies are not only 
position take advantage varying profit 
opportunities any level the industry, 
but, their policies, they can also substan- 
tially influence the margins earned 
any given level. 

Special tax considerations relating the 
production level the industry and techno- 
logical factors relating refining have re- 
sulted major company policies that tend 
focus the brunt competitive pressures 
the industry the marketing level. 
succinct description this tendency ap- 
peared Fortune magazine more than 
twenty years ago: 


“It clearly the interest large inte- 
grated companies keep profits locked 
securely the crude oil far away from 
the point where the refined products meet the 
pressure the market. Under such system 
gasoline price wars, touched off dealers, 
are incessant; but the marketing companies 
usually cushion the shock before gets the 
crude margin. The general strategy running 
oil company might defined thus: make 
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big profits the crude; protect the profits 
owning pipelines and tankers that trans- 
portation earnings not get siphoned off 
others; and, finally, own sufficient refining and 
marketing equipment dispose your prod- 


addition, since 1940, the discovery 
huge crude reserves has resulted world 
oil glut. Production surpluses, actual and 
potential, have steadily increased the com- 
petitive pressures the marketing level. 

the last few years, all the major re- 
finers and the remaining handful inde- 
pendent refiners have vigorously sought 
build find market outlets for their sur- 
plus products. Mergers, price wars, and ex- 
pansion many the larger companies 
into new markets have characterized this 
period. Vigorous antitrust activity the 
federal government and the inroads made 
natural gas and electricity fuel oil 
markets have added further complications. 

short, the basic trend factors are not 
promising for small local independent 


marketer like Henry Fleetwood. Barring 
some drastic, unpredictable occurrence, 
unlikely that the markets which Apex Oil 
operates will improve substantially—at least 
the foreseeable future. 


THE ALTERNATIVES 


What alternatives does Fleetwood have? 
The major ones are (1) stay but 
try improve his efficiency; (2) spread 
into other markets order ameliorate the 
impact local price wars; (3) seek more 
price war protection from his another sup- 
plier; (4) sell his business. 


IMPROVING EFFICIENCY 


Almost any businessman can make some 
gains improving his financial policies and 
carefully reappraising his marketing pro- 
gram. Fleetwood has weakened Apex 
making large capital withdrawals. mar- 


for Humble,” Fortune, XXI (May, 
1940), 83. 


Stupy 


keting, stresses close customer contact, 
yet appears unwilling offer full service. 
(His policy against grease racks, however, 
may prove correct view sealed-in lubri- 
cation systems now being put new cars. 
But even considerable managerial im- 
provement possible, remains doubtful 
that Fleetwood will able offset the ad- 
verse long-run external pressures squeezing 
his profits. 


PENETRATING OTHER MARKETS 


The larger independent retail chains are 
able offset some the effects price 
wars having only few locations each 
market. This policy tends offset some 
the financial advantages the majors, since 
the majors will lose more (because they 
have more stations) any given local mar- 
ket when prices are depressed. the other 
hand, the number independent chains 
selling out recent times implies that even 
this strategy may not afford complete solu- 
tion the chaotic marketing situation. 

The big barrier any expansion Apex 
the amount capital would require. 
The financial condition the firm will make 
borrowing difficult. addition, Fleetwood 
probably already spread about widely 
his personal-service type 
operation will allow. convert Apex Oil 
into effective territorial chain would re- 
quire new management organization and 
substantially enlarged physical facilities. 


SEEKING SUPPLIER AID 


The major companies give both their jobbers 
and dealers various forms price war pro- 
tection. Many the independent refiners 
have been forced give their jobber and 
dealer customers similar aids. Guaranteed 
margin plans shift least part the effect 
price wars back the refiners. Inde- 
pendent refiners operating many markets 
may able help out local depressed 
markets. 

Few the independent refiners, however, 
have the sizable crude profits (both foreign 
and domestic) that make easier for the 
majors absorb the price war protection 
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plans. Franklin Oil Refining Company 
cannot give Fleetwood more price war pro- 
tection, should explore the possibility 
finding another independent major sup- 
plier. The drawback here that 
stations are ill-suited for conversion into 
either modern private-brand major out- 
lets. Some majors, however, will sell gasoline 
almost any type retailer. Perhaps Fleet- 
wood could get margin protection affili- 
ating private brand for major. 


SELLING THE BUSINESS 


Fleetwood should explore thoroughly the 
alternative selling his business. pos- 
sible that tax-free stock deal with Franklin 
Oil might prove more profitable the long 
run than any the alternatives previously 
discussed. Franklin Oil has serious prob- 
lems, but the political and antitrust climate 
makes doubtful that things will deteriorate 
the point that the Franklin shares would 
become worthless. 

Fleetwood might able merge Apex 
Oil with other local private-brand operators 
his same situation. this way they could 
dissipate the impact local price wars. With 
larger number outlets, better bargain 
for price protection might possible. 

Until all these alternatives are explored, 
decision can made. clear, how- 
ever, that the Apex company difficult 
situation. 


COMMENT Joseph Ewers 


difficulties faced the Apex 
Oil Corporation and, certain extent, the 
Franklin Oil Refining Company are quite 
typical many business firms’ financial 
problems. 

The deterioration Apex obvious from 
analysis the income statement and 
balance sheet. However, these statements 
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reveal more than the obvious. many 
respects, would appear that Henry Fleet- 
wood has already made his decision; that 
is, has been going out business since 
1956. The balance sheet reflects sharp re- 
duction the net worth Apex since 1955. 
Moreover, this reduction has not been due 
the decline profits, although 1956 and 
1959 were not particularly good years. Rath- 
er, attributable the substantial with- 
drawals from the business that Fleetwood 
has negotiated. 

quick review the relevant data dem- 
onstrates this situation Net worth 
has declined from $37,481 the close 
1955 $459 the end 1959, and during 
this period profits after taxes totaled nearly 
$50,000. Total withdrawals from the busi- 
ness almost $85,000 have weakened con- 
siderably Fleetwood’s ability carry on, 
particularly with the less favorable market 
developments the last few years. 


These heavy withdrawals have precipi- 
tated large measure the difficult situation 
Fleetwood now faces. With current liabili- 
ties totaling more than $88,000 and current 
assets valued slightly more than $50,000 
(more than one-third which inven- 
tories will pressed meet his cur- 
rent obligations. Moreover, this condition 
impairs ability negotiate 
loan with bank other lending sources. 
doubtful that any responsible lending 
officer would recommend loan where the 
manager has obviously stripped the business 
its necessary resources, unless rather 
severe limitations were placed the firm’s 
operations until the loan repaid. 

Apex’s rate return total assets before 
taxes fluctuated follows: 1955, 30.3 per 
cent; 1956, 4.0 per cent; 1957, 13.4 per cent; 
1958, 26.1 per cent; 1959, 8.7 per cent. All 
but 1956 and 1959 represent reasonably 
good years indeed. However, the decline 
profitability 1956 and 1959 must, much 
possible, anticipated the financial 
adequately its long-run profitability and its 
current financial integrity. The five-year 
average return total assets was 16.5 per 
cent before taxes, which not too unreason- 
able under current conditions. (This as- 
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sumes, course, that Fleetwood’s salary 
and any payments his wife for services 
have been charged salaries and wages 
and not taken out the form dividends. 
The facts that are available clearly suggest 
that poor financial management the Apex 
Corporation has contributed the current 
difficulties much as, not more than, the 
deteriorating market situation the retail 
marketing crude oil products. 

Granted that Fleetwood has been the vic- 
tim the market well his own per- 
sonal decisions, what should his future 
course? Although the prospects for ever 
increasing intensity competition the 
industry seem likely, this alone reason 
“throw the towel.” Most certainly, the 
inefficient and sometimes unfortunate are 
going drop the wayside. There little 
evidence, however, that effectively man- 
aged independent chain cannot survive, 
even under the competitive pressures 
today. Fleetwood has demonstrated 
ability provide service which cus- 
tomers are willing confer their loyalty. 
competition becomes more intense, 
effective manager small chain must 
capitalize his advantages: personal and 
rapid service, advantageous location, and 
other unique factors. some respects, 
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should able respond more quickly 
market changes than the larger chain op- 
erations whose administrative machinery 
many times prevents sensitive reaction 
market shifts. 

Evidence this possibility present 
some the actions Fleetwood has taken 
the past. Careful selection sites, willing- 
ness abandon quickly unprofitable opera- 
tions, and emphasis 
against which the larger concerns cannot 
easily compete offer some promise. Apex’s 
accounts receivable have more than doubled 
since 1955, although sales have declined 
more than per cent; the area credit, 
there seems little gained from 
competing with the majors, whose system 
credit cards strong competitive 
weapon. The independent’s credit custom- 
ers are probably those the majors not 
want. Moreover, costly carry, process, 
and collect the receivables. 

the other hand, Fleetwood’s con- 
viction that the long-run trend his area 
toward increasing competitive pressures 
and feels financially inadequate meet 
this challenge, then the obvious solution 
negotiate the best possible sales arrange- 
ment and seek other investment and em- 
ployment opportunities. 


Moreni [Romania, 1925] witnessed one the numerous 
examples damage and danger resulting from wells which got out 
control congested area. The tools had been flung from the hole 
striking virgin deep sand, and the surface fittings damaged, that oil 
was being sprayed over wide area upon buildings, trees and works, and 
highly inflammable gas pervaded the whole Cricov valley. The gutterings 
houses, and the branches trees were dripping oil. The outflow 2000 
tons day was being led gravity into tanks the Cricov valley. Some 
days later after tunnelling the well, hole was drilled into the side the 
casings and pipe attached, that mud could pumped into the well. 


—ARTHUR BEEBY-THOMPSON 
Black Gold 
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ALFRED OxENFELDT AND WILLIAM BAXTER 


ECONOMIST 


approaches pricing 


article examines the part played 
the cost accountant fixing firm’s 
prices, and especially his assumption that 
cost plus full cost useful and logical 
basis for price. also undertakes the difficult 
task reconciling the almost flatly contra- 
dictory views the cost accountant and the 
economic theorist pricing. 
Generalizations about the two professions 
must, course, unsatisfactory. Since the 
terms “cost accountant” and “economist” 
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cover many persons with wide range 
views, short article must omit many de- 
sirable qualifications and injustice 
many individuals. However, few who are 
familiar with both costing and economics 
would fail recognize the gulf that often 
separates the respective approaches price. 
generally true that the cost accountant 
fails state his assumptions about the firm’s 
aims and pays scant attention demand; 
collects cost data and arrives price 
manipulating these. The economist, the 
other hand, starts assuming that the firm 
trying maximize something, for ex- 
ample, profit; then shows how the firm 
should study demand well cost 
attempt find this maximum output level. 
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COST PLUS 


The cost-plus procedure too familiar 
need extended the multi- 
product firm, the formula for finding the 
price job runs somewhat follows: 
(1) find the job’s direct costs—mainly ma- 
terial and labor; (2) add charge for in- 
direct costs (by allocating these overheads 
rate unit such the wages hours 
direct labor, and (3) 
add further sum for profit—often calcu- 
lated percentage the total under (1) 


and (2). 


Cost 


not hard ridicule the logic the 
cost-plus doctrine. Its “cost” objection- 
able least three grounds—time, joint- 
ness, and opportunity. 


avoidable cost any job de- 
pends the firm’s degree commitment 
the time question. Since this may 
change with each decision and act, job 
has not one cost but range costs varying 
with its stage completion and best 
cost figure can right only one stage. 
The cost accountant’s sums, however, are 
based historical records that not 
change with changing commitments. 


Jointness job normally joint prod- 
uct the sense that other jobs use the same 
resources. The cost such resources thus 
common many jobs and there seldom 
unimpeachable basis for dividing 
among the jobs (since the resulting figures 
rarely show what will actually saved 


practices are described countless text- 
books. For description U.S. pricing practices, 
see Theodore Karger and Clark Thompson, 
“Pricing Policies and Practices,” Conference Board 
Business Record, X1V (September, 1957), 434-42; 
Joel Dean, Managerial Economics (New York: 
Prentice-Hall, 1951), pp. 444-57; Alfred Oxen- 
feldt, Industrial Pricing and Market Practices (New 
York: Prentice-Hall, 1951), pp. 156-65; and A.D.H. 
Kaplan, Joel Dirlam, and Robert Lanzillotti, 
Pricing Big Business (Washington: The Brook- 
ings Institution, 1958). 


given job not done). Yet full cost in- 
cludes allocated slice common cost. 


Opportunity Costing tends concen- 
trate expenditures given work pro- 
gram. seems ignore the alternatives 
open the enterprise, assume that 
the alternative idleness. Yet displaced op- 
portunities are vital making business 
decision, which might indeed defined 
the process selecting among alternatives. 


The objections the “cost” the cost- 
plus formula are only part the problem; 
economists criticize the “plus,” too. The use 
somewhat rigid margin suggests that 
the firm does not want find the price levels 
which its total profits will highest— 
least that oddly indifferent the 
power demand and competition. Yet 
competition some cases may strong 
enough take price decisions right out 
the firm’s hands. other cases, surely the 
starting point pricing should the study 
demand (whether, for example, 
elastic inelastic) and the realization that 
each possible price may entail different 
output and profit. 

Superficially, appears that firm adds 
margin costs cover overheads and 
profit, thereby ensures itself some profit. 
But, course, this true only favorable 
markets. cost plus produces price high 
relative customer valuations that few sales 
are made, losses will sustained. me- 
chanical pricing formula can guarantee 
profit, although, unfortunately, cost plus 
gives the impression doing so. 


Cost AND ALTERNATIVES 


Costing thus seems violate central cost 
principle the economist, that cost can 
measured realistically only taking into 
account the alternative opportunities open 
the firm. find the sacrifices that will 
result from the decision job (the 
economist argues), must logically look 
only the period that still lies the future 
decision date, and must estimate the 
changes future expenses and revenues 
that result from the decision, procedure 
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that obliges also estimate what these 
expenses and revenues would look like the 
job not done. 


will therefore helpful classify costs 
under two heads. The first agrees with what 
commonly understood “cost” (except 
that insists cause-and-effect relation 
between decision and while the 
second differs from the everyday definition 
the word that concerned with po- 
tential gains displaced the given job. 

First, compare expenses the firm does 
Job with its expenses does nothing. 
this way, find the expenses that should 
appear ordinary budget—the sacrifices 
that the firm can avoid not doing 
anything its place. shall call these 
potential savings avoidable costs. 


Second, compare the firm’s balance sheet 
after doing Job with its balance sheet 
instead puts its assets their next best 
uses (for example, employs plant other 
work, lends cash interest). The net 
revenue that the firm would gain apply- 
ing its resources their next best use 
part the sacrifice doing shall 
henceforth use opportunity cost this nar- 
row meaning net revenue foregone. The 
total sacrifice involved doing Job may 
thus include both avoidable cost and op- 
portunity cost.? 


Business ACCEPTANCE Cost 


The objections cost plus sound formida- 
ble the classroom, but cut remarkably 
little ice outside. The cost accountant often 
concedes that they have some validity 
private discussion; yet ignores them 
his published writings, and his accounts 
continue the main filled with his- 
torical costs and allocations. These seem 
impress executives and serve satisfy- 
ing guides policy. Cost plus probably 


This approach cost assumes that the cost 
figures are used only for decision pricing 
the like. Some accountants now say that the 
merits costing lie more control (of waste, and 
on) than pricing. For control, the right cost 
may well historical cost, possibly compared with 
standard budget figures. 


the primary method fixing price Amer- 
ican industry (and perhaps even more 
usual abroad). 


The main attraction cost plus is, 
course, that offers means which 
plausible prices can found with ease and 
speed, matter how many products the 
firm handles. Moreover, its imposing com- 
putations look factual and precise, and its 
prices may well seem more defensible 
moral grounds than prices established 
other means. Thus monopolist, threatened 
public inquiry, might reasonably feel 
that safeguarding his case using 
cost plus; also when the “just price” part 
firm’s output issue (as contracts 
for military cost plus may the 
best short-run method fixing price. For 
these and other reasons, the appeal cost 
plus harassed executives plain, even 
though some them may look pri- 
vately more than expedient ritual. 
must indeed ask whether those 
who are its spoken critics would fact 
wholly reject were ourselves respon- 
sible for pricing. 

The gulf between practice and doctrine 
praise the issues, shall now look more 


the size the gulf, has excited 
surprisingly comment. Costing authors are 
usually too swamped massive computations 
say what their end-figures mean. Economists tended 
ignore costing until the late thirties, when ar- 
lished David Solomons, ed., Studies Costing 
(London: Sweet Maxwell, cost- 
ing theory; and when, for example, Hall and 
Hitch, “Price Theory and Business Behaviour,” 
Oxford Economic Papers, No. (May, 1939), 
pp. 12-45, pointed out that businessmen’s descrip- 
tions their own behavior fail tally with those 
economic writings. P.W.S. Andrews Manu- 
facturing Business (London, 1949) went sug- 
gest that the economist’s description therefore 
wrong. Such backsliding evoked many retorts, in- 
cluding: Austin Robinson, “Pricing Manufactured 
Products,” Economic Journal, (December, 
1950), 771-80; and Fritz Machlup, “Marginal 
Analysis and Empirical Research,” American Eco- 
nomic Review, XXXVI (September, 1946), 519- 
54. The virtues and limitations the economist’s 
approach are ably set out Gordon, “Short- 
Period Price Determination Theory and Prac- 
tice,” Studies Costing, pp. 183-208. 


closely the cost accountant’s figures under 
various circumstances. shall, for in- 
stance, compare different market structures 
and contrast single-product with multiprod- 
uct firms. 


SINGLE-PRODUCT FIRMS 


Where firm makes only one product, the 
cost accountant generally summarizes his 
results averages. Average cost seems 
first sight serve many useful ends. 
particular, can readily compared with 
price and for this reason handy test 
whether the firm earning profits—pro- 
vided the implied guesses total cost and 
volume prove correct. However, average 
cost becomes less attractive when dis- 
tinguish various markets which the one- 
product firm may find itself, and consider 
the pricing problems that these markets 
sometimes pose. 


ARE PuRELY COMPETITIVE 


Although examples pure competition are 
probably not found anywhere, rough 
approximations the economic theorist’s 
model exist. Agriculture, organized com- 
modity markets, and some branches the 
textile industry come fairly close. such 
purely competitive markets, the business- 
man needs cost data for pricing purposes. 
has power over price, being com- 
pelled accept the prevailing one, wait 
sell his wares another time, since price 
determined the interaction all buy- 
ers and sellers, and not subject per- 
ceptible influence any one them. 
Therefore, cost cannot the basis for price. 

Accounts, however, may still guides 
business policy. Every firm should con- 
sider whether can better itself altering 
its scale operation; the cost accountant 
would doing useful work drafted 
budgets total cost and revenue various 
levels activity. These would show which 
level the most profitable, even that 
none the levels profitable, which 
case the firm would better switch 
other products, right out business. 


With change scale comes change cost; 
thus, under pure competition, price that 
fixes cost rather than vice versa. 


WHERE THE FROM 
PRODUCTS 


firm making single product that differs 
from the offerings rivals generally has 
some discretion over price.* Its price de- 
cisions will influence, perhaps strongly, its 
sumably try find the price and volume 
that bring the highest profit; may decide 
charge price far below what its rivals 
ask for competing wares, sell 
premium. Only rarely will its best price 
the same its rivals’ prices. More impor- 
tant, only rarely and accident will its 
most profitable price (in the short run 
the long run) average cost plus con- 
stant conventional margin. Sometimes the 
firm with the lowest unit costs can command 
the highest price because attractive fea- 
tures its product. reap the rewards 
its skill, such firm must depart from rou- 
tine cost plus. minimum, should raise 
its “plus” when produces outstanding 
product; conversely, when its model 
failure, may forced, order get 
rid the batch, shift from cost plus 
cost minus. 


DIFFERENT Prices ARE CHARGED 


Under the two kinds markets outlined 
above, have assumed that the firm sells 
all units its one product the same price. 
practice, however, firm often sells 
different prices. The price may changed 
thythmically over time (with 
shifts demand, for instance), different 
prices may charged the same time 
different markets—customers being osten- 
sibly distinguished location, size order, 
promptness payment, but fact 
intensity demand. Many firms believe that 


‘Certain market imperfections have the same 
result. Firms may, for example, too widely scat- 
tered experience severe competition. 
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they raise their profit varying price 
this way; indeed, there seems trend 
retailing away from the one-price system 
and back old-fashioned higgling. 


occasion, the prices some units may 
with advantage put below average cost; 
long sales the low-priced market 
exceed the avoidable costs the extra 
goods, the firm’s net profit raised. For in- 
stance, hotels and airlines sometimes gain 
cutting off-peak rates less than aver- 
age cost. Comparison the cut rates with 
average cost serves little purpose, except 
perhaps clumsy reminder the deficit 
made good the peaks. 


When one-product firms vary price 
such ways, they have presumably rejected 
cost plus. Here then are cases where our 
opening statement about the widespread use 
cost plus does not apply, and where firms 
apparently agree with the view that cost 
plus can impair profit. 


For the reasons just given, one might al- 
most say that any reference average cost 
will downright harmful the pricing 
stage. Average cost becomes useful after the 
firm has chosen the best price for the given 
output program, because comparisons 
price and average cost then form handy 
miniature budget for predicting period re- 
sults, and may well suggest need change 
the program. But miniature budget 
this kind cannot give more accurate finan- 


cial picture total revenue and cost than 
accurate. 


MULTIPRODUCT FIRMS 


The firm with many products is, its ex- 
treme form, the individual job shop that 
makes unique goods order—for instance, 
the engineering shop that bids for special 
projects. Most common the firm producing 
substantial numbers several standardized 
products. such firms, both cost accountant 
and price fixer are confronted far harder 
tasks and, consequently, are all the more 
apt take refuge cost plus. 


DEMAND DIFFICULTIES 


have said, the economist insists that 
demand should consciously weighed 
when price being fixed. But the labor and 
skilled guesswork needed for making de- 
tailed demand studies for wide range 
items would generally prohibitive. Sys- 
tematic comparison the firm’s prices with 
those rivals perhaps the simplest part 
the task, and yet this often burdensome 
and confusing. Even the firm that price 
leader might well throw its hands 
the costs fully estimating demand for 
each product. Clearly, firm selling hun- 
dreds products could afford make care- 
ful demand estimates for each; any case, 
many the estimates would out date 
the time they could used. 


Thus, the accountant has strong argu- 
ment that his system simple, quick, 
and cheap. Moreover, and this most 
important point, lets manager delegate 
pricing. Such advantages, coupled with the 
inevitable vagueness demand estimates, 
doubt far explain its wide accept- 
ance. 


the other hand, inability estimate 
demand accurately and time scarcely ex- 
cuses the substitution cost information for 
demand information. Crude estimates de- 
mand might substitute for careful estimates 
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demand, but cost gives remarkably 
little insight into demand. 


ALLOCATION 


asked explain his charges for indirect 
costs, the accountant will perhaps explain 
that job makes drain the firm’s manu- 
facturing resources—its plant and space, su- 
pervisors, design talent, and the like—and 
this drain cost the job. Since big 
job makes big drain, cost varies with size. 

Here the views accountant and econo- 
mist are poles apart. The accountant ef- 
fect believes that the total historical cost 
providing the plant can divided 
into separate sacrifices for each job. The 
economist contests the worth such figures 
and offers instead his opportunity cost argu- 
ment: the firm has excess capacity (plant, 
supervisors, cash, and on), sacrifice 
involved using these idle resources 
the particular the firm has other uses 
for the resources, then the cost assigning 
them this job the sum they would earn 
(less avoidable costs) their best alterna- 
tive uses. Opportunity cost range from 
zero large sum very different from the 
layers 

Overhead allocation arbitrary that 
the choice any particular basis (for ex- 
ample, direct wages 
hard justify; addition, each the pos- 
sible bases gives figures that may differ 
greatly from those found another basis. 
Moreover, allocation invests the “fixed costs 
the job” with air reality that times 
deceives some managers, who may, for in- 


extra expenditure due the extra wear and 
tear equipment and sacrifice caused 
the job, and should included avoidable 
cost. This good example the way which 
the direct cost (based the arbitrary 
classification the ledger) can differ from true 
avoidable cost. 

job’s full cost may include, besides the load 
for factory overhead, second load for more remote 
overheads such administration (usually found 
percentage the job’s direct cost plus the first 
The second even harder justify than the 
first, since given job not likely add much 
administrative expense make much drain 
administrative services. 
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stance, let plant stand idle rather than use 
jobs that yield less than its full slice 
overhead. However onerous—even dis- 
astrous—fixed commitments like rent and in- 
terest are the firm, they are not sacrifices 
for which the individual job responsible, 
and are irrelevant pricing it. 

Costs bind the firm, not its customers. 
the case product, the avoidable costs 
exceed its price, the firm can least stop 
making it, but where allocations fixed 
costs are concerned, this remedy may not 
help. firm that cannot turn more re- 
munerative jobs should carry with those 
that fail cover their share overhead; 
such firm can only hope that the gross 
margin (revenue minus avoidable cost) 
all jobs will meet fixed cost and leave 
profit. 


RELEVANCE THE MASTER BUDGET 


firm any sophistication, job costing 
(whether forward-looking budgets 
backward-looking accounts) intimately 
linked with the firm’s plans stated its 
master budget, the budget total revenue 
and total cost for the next period. Some- 
times such budgets merely give combined 
figures for the firm’s total operations, but 
generally—if subdivision feasible—they al- 
low individually for each the main prod- 
ucts. The master budget’s projection 
revenue implies specific level price 
(hopefully resting the most competent 
analysis market conditions that manage- 
ment can make). Both revenue and cost 
figures similarly imply forecasts volume 
and mix. 

From the master budget, with its implicit 
price and cost per unit, one can derive 
average margin per unit. other words, 
the master budget that gives the rates 
allocated overhead and profit for each 
job. This holds whether the budget full 
and formal, merely tentative forecast. 

costing and pricing are integrated with 
master budget, then several extremely im- 
portant corollaries seem follow. 


Pricing Objectives The master budget 
presumably states the firm’s realistic plans 
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and expectations, and reflects what try- 
ing maximize. The economist summarizes 
the relevant forces his diagrams total 
marginal cost and revenue, and suggests 
that the firm will trim its output until ar- 
rives the point maximum profit. The 
master budget seems the firm’s fore- 
cast its costs and revenue that point. 
The maximand may fact profit—prob- 
ably for the long run rather than the budget 
period alone; more likely, some com- 
promise among such advantageous factors 
profit, safe cash position, growth, and 
prestige. 

Considering the importance the master 
budget, costing writers are curiously silent 
about its construction, and add little our 
scant understanding the mental steps be- 
hind the big decisions. Their reticence com- 
pels the critic put his own interpretation 
this fundamental part costing theory, 
but doubtful that these writers seriously 
challenge the economist’s view the firm’s 
aims and methods the budget 
They must surely regard maximum long-run 
profit important part the goal—at 
least the sense that the less costly method 
better than the more costly, and very 
low profit danger sign. 


Measures Activity and Size Job 
With Diversified Output Some multiprod- 
uct firms have obvious unit with which 
measure the size jobs. Such firms can- 
not readily link budget figures with units 
produced, speak unit cost and unit 
price, nor can they any direct way com- 
pare the profits and costs different jobs. 


‘For instance, the concept profit target 
round percentage past investment may strike 
many accountants more than convenient 
simplification, which can amended without in- 
consistency when circumstances demand some- 
thing less crude. Again, the accountant (like other 
practical men) sometimes illustrates the master 
budget with break-even chart whose lines are 
straight, contrast the economist’s curves—thus 
seeming imply that output and profit can expand 
indefinitely. pressed the point during discus- 
sion, the accountant will freely agree that the im- 
plication absurd; may explain away the ab- 
surdity saying, for example, that nonmonetary 
factors, such strain management, will 
fact check expansion. 


suggest that the one object job 
costing overcome this difficulty, and 
find units where these are not provided 
the nature the job. few cases, 
artificial unit output can devised, such 
the “bus mile” “passenger mile” 
motor bus. Where common unit out- 
put can found, the accountant for want 
something better may take unit in- 
put, like wages hours direct labor, 
machine-hours. The master budget can thus 
regarded plan for certain volume 
activity measured man-hours, some 
other selected unit. The cost estimate for 
each job likewise makes use the same unit 
for allocating indirect costs 
price; this way, cost and price are linked 
with the iob’s size. 


Average Cost per Unit With Diversified 
this interpretation right, then 
the accountant’s measure indirect costs 
for job often akin average that 
weighted allow for the job’s size, meas- 
ured the chosen input units. has there- 
fore much the same demerits and merits 
average cost the one-product firm. fails 
show the real sacrifice involved doing 
the job, but serves under some circum- 
stances miniature forecast the firm’s 
annual results, and gives advance warn- 
ing need for revising, say, the scale 
operations. 


The Costing Margin Processing 
Charge Again, just the one-product 
budget shows both the number units 
produced and total revenue, 
product budget shows planned production 
input units and total revenue. But the 
one-product budget may sensibly deal with 
unit price whereas speak average price 
per unit the multiproduct firm usually 
does not mean much. 


the margin added direct cost ar- 
rive price explained much indirect 
cost and profit per input unit, has little 
price per unit—for example, the firm’s esti- 
mate the best average price charge 
per man-hour for the service converting 


direct materials into finished goods—it may 
both useful and intellectually defensible. 
The price quoted for job could then 
regarded avoidable cost plus processing 
charge—with mention overhead cost. 
This idea comes close the method called 
“contribution costing,” which used cer- 
tain cost accountants when they express 
the margin job rate per machine- 
hour, that is, the earnings per hour 
some key machine that the job utilizes. 

firm its master budget should pre- 
sumably try forecast the number input 
units and the average price for each that 
will give best results. Then, its day-to-day 
decisions, should implement the budget 
strategy. Suppose, for instance, that the 
planned costing margin per man-hour. 
job needing man-hours priced $mx 
(plus direct costs), not because $mx meas- 
ures meaningful slices overhead, but be- 
cause this the price that the firm must 
charge carry out its budget de- 
cisions. Cost plus, then, represents ad- 
ministrative trick for putting price policy 
into action. 


The Costing Margin and Opportunity 
Cost Our interpretation thus implies that 
costing margin should regarded tacit 
allowance for opportunity cost, among other 
things. The firm first decides that can 
maximize profit selling many input 
units service certain price; given this 
lose greater potential revenue. The loss may 
arise because buyer would fact 
willing pay more, because displaces 
better job, because the firm would need 
cut prices all round when X’s price be- 
came known. 

This view, correct, would far ex- 
plain why costing seems serve business 
needs despite its shaky logic. does not 
what professes do, but may some- 
thing better; the traditional costing margin 
—overhead plus profit—may serve rough 
guide opportunity cost. the other 
hand, costing derives its virtue this way, 
then recognition its true nature would 
prevent errors based misinterpretation 
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and would enable accountants improve 
their figures. 


There are obvious objections our inter- 
pretation the costing margin, which 
shall return shortly. does, however, stress 
one important point; real life, the alterna- 
tive Job usually not known Job 
that neatly duplicates everything save 
profit. The alternative, which may still 
unknown when price put may con- 
sist several small jobs part large 
one; may demand more less time, space, 
and money than Job-by-job comparisons 
profit may, fact, impossible mean- 
ingless. Conceivably, operational research 
will someday help simplify this issue; 
the meantime, probably the best the firm 
can allow roughly for X’s displace- 
ment power means load that depends 
—like the costing margin—on how much 
the firm’s resources are engaged the pro- 
duction 


AND MARGINAL ANALYSIS 


further conclusion may perhaps follow 
the foregoing argument correct. The con- 
flict between accounting and economics 
seems, this area, somewhat unreal; both 
may simply dealing with different stages 
the production program. 

When the economist considers the prob- 
lem profit maximization, generally 
thinking the stage which the firm still 
trying find its best scale operation for 
the next period. considers, for instance, 
the results expected cost and revenue 
expanding the next period’s ouput from 
quantity, and its avoidable cost the rele- 
vant marginal cost. 

Costing more often concerned with 
what happens after these plans have been 
made. have seen, estimates for single 
jobs small batches assume that the master 
budget for the period has already been 
drafted and that the figures the budget 
(including planned physical activity 
units, however these are measured) have 
been used find rates for burden and profit 
the start the period. Later, some 
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point during the period, given job con- 
sidered. Costing tries estimate inputs 
this job, its size units), and, thus, its 
weighted average cost. But the master 
budget not changed the job; output 
the close the year, for merely part 
the planned flow output. Consequently, 
the job, its cost, and its revenue not ap- 
pear marginal the economist’s usual 
sense; textbook diagram whose horizontal 
axis shows total output helpful for ex- 
plaining the composite program, but ir- 
relevant any job within that program. 
suspect that, when economists question 
businessmen how the fundamental deci- 
sions are made, there may sad muddling 
budget strategy with costing tactics. 


OBJECTIONS THE MARGIN 


our attempt interpret the costing mar- 
gin measure for pricing, have delib- 
erately passed over the flaws 
argument. 


One weakness that the interpretation 
has never our knowledge been put for- 
ward cost accountant. 


Another lies the notion omniscient 
budgets and clear-cut budget periods; 
plainly, costing margin found master 
budget cannot measure opportunity costs 
all closely, for the budget assumes such costs 
the same for every date during its 
period and for all the products. The day-by- 
day state the market ought change 
views the possibilities; 
gets big order, must, least men- 
tally, revise his budget totals somewhat. 
Consequently, cost margin found the 
budget stage may soon out date. 


Again, the argument makes sense only 
where the firm can fact switch from one 
product another. This often difficult 
impossible, because, for instance, the prod- 
ucts emerge fixed proportions, plant 
built only one job. there alter- 
native, there opportunity cost. 


Further, the argument assumes that the 
chosen input unit correlates with costs and 


demand much the same way the output 
units the single-product firm. This tall 
assumption. some firms, any given input 
unit seems likely vary too much with each 
job’s peculiarities good general index 
size for all jobs, and there may com- 
mon denominator for size each job dis- 
tinctive bundle materials, skills, and 
services. 


customer, take the demand point 
view, will not base his valuations any 
internal unit used his supplier. His test 
job’s size how much wants it, and 
his price ceiling the lower this subjec- 
tive value and the price must pay for 
similar article elsewhere, for substitutes. 
This composite force the demand side, 
and not the supplier’s cost and effort, what 
enables the supplier charge more for the 
big job—and indeed earn any revenue 
all. Accordingly, prime criterion choos- 
ing unit should that serves guide 
the bids rivals; the more their produc- 
tive methods differ from those the given 
firm, the less sound will the latter’s input 
units guides. 


Finally, just one-product firms may 
find that pays charge different prices 
different markets, the multiproduct firm 
may benefit varying its margin per unit 
its different products. firm jobbing 
engineers, for example, may make each 
its tenders somewhat different demand 
conditions; here the case for flexible pricing 
very strong. 


Although these objections the use 
the costing margin indicator oppor- 
tunity cost and price are formidable, the 
pricer the multiproduct firm must have 
some measure the size each job order 
determine how much the firm’s pro- 
ductive resources (man power, machinery, 
space, and executive direction) the job will 
consume. Even when these resources involve 
added expense outlay, they repre- 
sent the firm’s opportunity create net 
income, and some price must placed 
their use the firm has alternatives. The 
costing margin may crude and imper- 
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fect tool, and yet the least objectionable 
one that available. 

Perhaps the correct attitude toward the 
the best starting point for pricing. When the 
appropriate price for the size the job has 
been found this omnibus formula, man- 
agement can consider whether the master 
budget’s assumption about the general state 
trade still applies whether demand for 
the particular article warrants change 
the margin. Considering such factors, they 
may, perhaps without realizing the extent 
their intervention, modify the costing price 


good example the need modify prices 
found means costing margin occurs 
when firm sells many different products 
the same customer. Such firms may said 
sell “line products.” new customer 
means sales many products; lost cus- 
tomer means lost sales many products. 

Cost plus, strictly applied, would often 
rob the firm the benefits that come from 
pricing its wares “team” which some 
items clear the ground for others. The price 
line, with the low-price, low-margin items 
whose function “build traffic” and 
arouse customer interest, and the high-price, 
high-margin, and high-quality item that 
brings prestige the entire line and aids the 
medium-priced items, commonplace 
many industries. Other firms use the varia- 
tion periodically cutting prices some 
items for short time. 

Could costing least show which items 
promote and which drop? There are 
several difficulties using accounts this 
end. First, the cost side would include some 
arbitrary allocations; many the overheads 
charged the item under scrutiny would 
not reduced nil dropping it. Second, 


Pearce showed Study Price Policy,” 
Economica, XXIII (May, 1956), 114-27 that one 
firm, whose managers firmly believed they worked 
cost plus, job prices found cost plus became 
actual prices only minority cases. 


the revenues are likely understate the 
item’s contributions; inclusion item 
the line may well explain how important 
customers have been won and held. Finally, 
the decision maker must look the 
future rather than its past. 

Accordingly, this kind firm likely 
led astray—both fixing prices and 
deciding whether promote, drop, main- 
tain items—if relies traditional accounts. 
far better for expert price fixer 
guess clumsily the right factors than 
measure precisely those that are irrelevant. 
should estimate the demand for those 
products that are unique some degree and 
arrange prices the team principle; when 
considering whether drop item, 
should guess what adds revenue 
boosting the sale other products. The 
budget formula here most unlikely 
measure opportunity costs. cost estimate 
the savings from dropping the item may 
useful, but should hoc esti- 
mate, confined costs that will fact 
changed the omission. 


SUGGESTED PROCEDURE 


Early this article, posed two problems. 
cost plus popular, despite its crude 
logic? And, would we, were posi- 
tions business responsibility, reject this 
approach? shall now try answer both 
questions outlining the way which 
think the cost accountant should help with 
pricing. 


FORMULA INDIVIDUAL ANALYSIS 


The central problem whether any general 
formula, such cost plus, suitably reinter- 
preted, can with advantage put the 
place individual decisions about each 
price. 

The two main factors weighed 
pricer are demand and cost. Demand should 
ideally studied with the utmost care 
persons outstanding discernment. 
believe that formula can accurately assess 
all the pulls and shifts the living market, 
and that management must the end bear 
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full responsibility for estimating demand. 
formula can defended only the 
grounds that careful judgments each 
separate price are either not feasible (be- 
cause the need for quick decisions 
many articles) not worth while (because 
the high risk error). The retail shop 
provides apt analogy: its owner might 
well maximize profit bargaining afresh 
with each customer each visit over each 
unit stock, but practice usually 
forced the difficulties doing otherwise 
put the same price ticket all like units. 

Cost may first sight seem easier re- 
duce formula. If, however, looked 
choice between alternatives, too 
becomes subjective and hard weigh. 
Ideally, job’s cost should estimated 
senior managers after full consideration 
the likely alternatives and all their impacts 
future possibilities. accept that 
formula will justice host dimly 
foreseen and hypothetical events, and that 
management must shoulder the task 
choosing between alternatives. But for- 
mula may still defensible, only the 
grounds that winnows out the obviously 
unattractive plans, and leaves managers free 
work plans that offer good prospect 
success. 

short, the formula can defended 
only last resort. Our task consider 
the circumstances which most likely 
useful supplement special studies, 
and the means which its defects can 
minimized. 


BUILDING THE MASTER BUDGET 


have seen, the formula implies the 
existence some sort forecast—at its best, 
budget the firm’s revenue and costs. 
Such budget seems desirable any case. 
Before drafted, certain basic questions 
might well explicitly posed. the firm’s 
aim win maximum profit, least the 
long run and with various provisos? there 
point the firm’s scale activity which 
profit maximized, and either side 
which profit declines through the combined 
action cost and demand forces? Practical 
men will know that such questions cannot 
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answered without qualifications, and that 
one can pinpoint the quantities stake. The 
important thing clear the objec- 
tive and plan attack. 


Demand and price should play big part 
the plan. Our discussion has stressed the 
major influence demand, and how this 
varies different markets. some markets, 
the firm has discretionary power over 
price; the only major decision concerns scale 
output. others, the firm must simulta- 
neously envisage price, demand, volume, 
and cost interrelated parts the budget 
problem. 


firms facing several types demand, 
making several products with very dif- 
ferent cost patterns, the budget should 
split between home and foreign markets, 
time year, type product, and 
forth. The firm must study demand each 
market, and try map out the best price 
policy each; must also draft separate 
budgets for each department that has 
fairly uniform cost pattern. 


TASK THE FORMULA 


The budget establishes the general plan— 
scale, level prices, and on. The formula 
tries put this plan into effect when the 
minor decisions are later made each job. 

One must each case ask whether the 
firm can foresee the future clearly enough 
establish such all-embracing plan. 
conditions change fast that even supple- 
mentary budgets soon lag behind events, 
then predetermined formula seems likely 
mischief. The same holds the various 
jobs differ greatly, whether the side 
demand costs. The formula presumably 
assumes stability and sameness day-to-day 
operations; relies “what things usually 
cost” “what can usually charge,” and 
thus breaks down there “usual.” 


For reasons set out earlier, cannot ac- 
cept the normal wording the formula 
terms allocated overhead, and on. 
bution, that is, what the firm believes 
its best price, per unit activity, for con- 
verting direct inputs into finished goods. 
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the formula work well, must 
allow for three quantities that would other- 
wise need found special estimate: 


Concealed and remote avoidable costs 


Opportunity costs, that is, the contribu- 
tion overhead and the profit that could 
obtained doing other jobs instead 


Any further contribution from par- 
ticular job. 


The formula’s claims may tested fol- 
lowing the build-up price, step step; 
shall, not state the contrary, deal 
with single jobs rather than large flows. 


the avoidable costs. Though the direct costs 
the accountant may often very similar 
the obvious avoidable costs, the account- 
figures are based clerical con- 
venience rather than cause-and-effect 
relationship between decision and 
They will thus occasion need amending 
two ways: The money values attached 
some ingredients must changed, for ex- 
ample, substituting current for historical 
cost; and the list direct costs must ex- 
tended include those avoidable costs that 
accounting classes indirect. their very 
nature, items this extended list may 
hard detect and evaluate; even special 
study for the job might end with very 
vague guess the sums question. There- 
fore, does not seem unreasonable allow 
for them roughly with rate per unit size, 
unless the job has individual peculiarities 
that call for special estimate. Size this 
context seems more likely function 
direct expenses. 

ignore odd cases like 
leader, avoidable cost will the lowest 
price which the firm will ever take 


For instance, clerk can trace the historical 
cost raw materials through his records from their 
purchase until they enter the final product, but the 
resulting “direct may not show the sacrifice 
due the decision use materials stock. This 
decision probably causes the purchase new mate- 
rials; so, the sacrifice not figure already 
the books, but the outlay replacement. 
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work. This minimum will, however, need 
raised the given job displaces other 
profitable opportunities. Accordingly, the 
next step estimate opportunity cost. 


Opportunity Cost The alternatives the 
given job may known and clearly meas- 
urable. they are, straightforward compari- 
son between the job and the best alternative 
should easy, and will show which work 
yields the biggest margin. they are not, 
then margin based normal yields per 
unit activity seems likely helpful, 
least starting point. However, since such 
margin cannot more correct than the 
master budget from which springs, the 
pricer should consider whether the budget 
still holds good. There may temporary 
change activity, new trends may 
emerging, the light which the load for 
the given job should trimmed. Unless the 
margin rate keeps pace with the order book, 
poor guide opportunity cost. 

Which unit activity from contenders 
such direct labor cost machine-hours 
should the formula employ measure op- 
portunity cost? Presumably the firm must 
find out experience which unit best satis- 
fies double test: (1) prices based this 
unit must attract the desired volume ac- 
tivity; and yet (2) the items bought these 
prices must not displace more remunerative 
items. The right unit thus part the price 
mechanism that equates demand with sup- 
ply; customer reactions the unit are 
important well the firm’s internal work- 
ings. When one starts find out whether 
given job will displace other work, first 
inclination perhaps look for any scarce 
factor that acts bottleneck produc- 
tion. Such factor may exist; if, for example, 
labor short, man-hours may good in- 
dex displaced jobs. Under imperfect com- 
petition, however, firm may have plenty 
“slack” physical sense, and yet continue 
charge margin. Here the bottleneck 
not physical; the firm’s own policy 
restricting sales volume keeping 
prices. this case, therefore, one should 
not search for bottlenecks the plant, but 
should use the unit that rations sales most 
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profitably (particularly markets that are 
subject destructive price cutting). Once 
again, unit based time seems most likely 
work well; but, conceivably, the best unit 
for measuring opportunity cost not the 
best for measuring concealed avoidable cost. 


Profit When the pricer has esti- 
mated the job’s avoidable and opportunity 
costs, his next and final step ask how 
much more can added pure profit. 

many cases, the ceiling obvious—the 
price charged rivals (adjusted allow 
for any special features the firm’s own 
product this less than total cost, the 
will withdraw from the race. 
more, the pricer must judge how near 
pitch his figure, calculation for which di- 
rect comparison would seem better guide 
than the formula. 

But, where the product new tender 
has made for special job, the firm may 
not yet know the competing prices. Here one 
the chief aims the cost department 
might guess the prices charged 
rivals. the latter rely formula, then 
formula may useful tool for predicting 
their prices; indeed, the normal full-cost 
estimate may defensible the grounds 
that suggests not the firm’s own costs, but 
the prices competitors (actual poten- 
tial). Presumably the formula should not 
used blindly, but should adapted the 
light what known the rival’s ways. 
For instance, special estimate might 
needed the rival has different method 
production. 

There may wide space between the 
cost floor and the demand ceiling. that 
case, bargaining skill rather than economic 
factors may fix the position price, the 
firm may gain charging low price, per- 
haps because this will mean many future 
sales. omnibus formula can scarcely re- 
spond situations this type. Nor can 
the eagerness particular customers 
the merits particular product. Such 
factors strengthen the case for using indi- 
decisions modify the formula’s 
figure for profit. 
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Cost and Price for Large Batches Our 
approach must obviously modified when 
pass from the individual job many 
sales like units. Here the pricer faces 
nearly all the complexities the complete 
budget single-product firm: cost may 
vary with volume, which may vary with the 
price that trying find. mechanical 
approach that relies the use formula 
can justice such problem. 


The accountant can help providing 
cost estimates several points the scale 
output; the pricer must try guess de- 
mand corresponding points, and find 
the optimum scale operations. the 
drafting many precise estimates would 
involve much work, there may good rea- 
son for using formula the preliminary 
stages. When the choice has been narrowed, 
special studies avoidable and opportunity 
cost may become worth while, particularly 
the given batch new articles big 
enough suggest that amounts 
change the master budget. 


Importance Demand Our review 
the forces stake has emphasized the su- 
preme importance demand. Though this 
force hard gauge, the pricer’s success 
must the long run depend his flair for 
assessing it. 

Part his problem stems from the effect 
that frequent price changes may have the 
long run customer relations. should 
equipped with clear statement the firm’s 
policy this point. Does the firm feel that 
isolated price concessions will involve 
serious handicap the future? The top 
executive might even called upon set 
figure that measures the size the handi- 
cap; for instance, might estimate that 
price stability would the long run justify 


The pricer may sometimes get helpful im- 
pressions from other members the firm. If, 
for example, trying set prices for 
line and employ the team-pricing concept, 
men the sales department are likely 
the best source information about which 
items treat promotional numbers, how 
much charge for prestige model, and the 
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probable gain general sales from having 
particular item the line. 

The pricer should gather data and im- 
pressions from others within the firm, includ- 
ing data from specific studies specially 
undertaken for him the market research 
department. the end, however, must 
size all the relevant forces for himself. 
cannot move directly from cost price; 
cannot even assign clear values many 
the forces. can probably his job best 
drawing schedule covering the main 
factors stake, and making his own esti- 
mate, however crude, their values. Such 
schedules would call for different informa- 
tion according the type product and 
market. Once prepared, however, they 
would helpful starting points the next 
time price decision for the same product 
was needed. 

the procedures described above, costs 
are still important, and hoped that 
the cost accountant will help make the 
estimates. Since the man most home 
with the firm’s cost structure, can give 
much useful information. 

However, the cost accountant play 
his full part, must adopt approach that 
still alien his tradition; any attempt 
kill two birds with one stone (that is, use 
his ledger balances for pricing well for 
their more fitting task control) will fail. 
must abandon classification that de- 
pends clerical traceability; must look 
forward rather than back, and must cease 
imagine can perform the miracle split- 
ting common cost. Further, must recog- 
nize the need for wider range 


information, much subjective; oppor- 
tunity cost depends factors about which 
the accountant many firms present 
not kept informed, such the nature the 
market and the state the order book. Thus, 
must keep close touch with other de- 
partments, notably the sales department. 

Such task would exacting challenge 
the cost accountant. But would make 
for much closer ties between him and the 
managers, since would have privy 
their intentions and alternative plans, and, 
consequence, would greatly enhance his 
status. 


APPROACH can part sum- 
marized plea for cost statements with 
more precise words and less precise figures. 
The words ought serve clear explana- 
tions the different kinds sacrifice— 
obvious avoidable costs, hidden avoidable 
costs, and opportunity costs. Many cost fig- 
ures must inevitably guesswork, and this 
should made plain; occasion, they will 
none the worse for being expressed 
range probabilities, for being sprinkled 
with question marks. Such 
cords with the facts business life better 
than facade precision. 

Clear words would also show the nature 
each computation, whether the 
passive product formula, special 
estimate. pricer must choose between the 
two. The special estimate plainly superior 
the sense being more logical and flex- 
ible; but, none has boundless wis- 
dom, time, and energy, there may often 
sound case for the critical use formula. 
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BACKMAN AND SAUVAIN 


THE PROBLEM SIZE 


COMMERCIAL BANKING 


announcing bank mergers, ac- 
tions taken the U.S. Department 
Justice prevent their consummation, and 
attacks bigness per imply that concen- 
tration banks increasing rapidly this 
country. true that some changes are 
taking place, both inevitable and desir- 
able dynamic society. But viewed his- 
torical perspective, these changes are sur- 
prisingly small and often quite different 
from those suggested the headlines. 


Mr. Sauvain Professor Finance, School Busi- 
ness, Indiana University, and Mr. Backman Re- 


search Professor Economics, New York Univer- 
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Since the end the war and particularly 
the past decade, the extension branch 
banking, bank mergers, and some extent 
the development bank holding companies 
have brought about important changes 
the organizational structure commercial 
banks. The force behind these changes has 
been the tremendous pressures competi- 
tion, both among banks and between banks 
and other types financial institutions, 
provide better financial services and 
more economically. But, strange may 
seem, these changes organizational struc- 
ture are being vigorously challenged op- 
ponents concentration banking, and 
particularly the Department Justice, 
the grounds that they “tend lessen 
competition.” The manner which the 
courts, and eventually the Congress, settle 
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this conflict will have strong influence upon 
the quality and cost banking services 
business, individuals, and even govern- 
ment itself for many years come. 

None the developments bringing about 
this change the structure commercial 
banking really new. Branch banking has 
existed since the early years our nation. 
The first and second Banks the United 
States, chartered the federal government, 
were branch-banking institutions. the 
nineteenth century 
banks operated branch offices, and 1900 
commercial banks had about 100 branch of- 
fices. Banks have been merging from time 
time since our nation was founded. The 
first bank holding company was organized 
1900 and number banking groups 
were operation 1920. What new 
the acceleration the rate development 
branch banking and the prominence 
the banks involved some mergers recent 
years. 


NEW DEVELOPMENTS 
BRANCH BANKING 


Until shortly after World War the number 
commercial banks increased very rapidly; 
the peak was reached 1921 when this 
country had more than 30,000 commercial 
banks. Since branch banking was still unim- 
portant, the total number banking offices 
was only slightly larger. There now gen- 
eral agreement that the country was “over- 
banked” that time. study found 
that “By 1920 there were thirteen States 
with less than 2,500 people per bank, all 
them the Great Plains and Rocky Moun- 
tains areas. The State with the lowest figure 
was North Dakota, with bank for every 
720 

From the end 1940 the end 1960 
the number banks the United States de- 
clined from 14,534 13,472, but over the 


Annual Report the Federal Deposit Insurance 
Corporation for the Year Ended December 31, 1960 
(Washington: U.S. Printing Office, 1961), 
(hereafter referred FDIC 1960 Annual 
Report). 


TABLE 


Branches, Selected Years, 1921-60 


Number Number Total 

Commercial Offices 
1921 30,456 1,455 31,911 
1929 24,970 3,353 28,323 
1934 15,348 3,007 18,355 
1940 14,534 3,531 18,065 
1950 14,146 4,721 18,867 
1960 13,472 10,216 23,688 


U.S. Bureau the Census, Historical Sta- 
tistics the United States, Colonial Times 1957 
ington: U.S. Gov’t Printing Office, 1960), pp. 631, 635, 
and Federal Reserve Bulletin 1961), pp. 486-87. 


same period the number banking offices 
increased from 18,065 23,688. The ex- 
planation for the per cent increase 
number banking offices the face 
course, the rapid growth branch bank- 
ing. There were almost three times many 
branch offices the end the twenty-year 
period the beginning. Moreover, the 
rate growth number branch offices 
has increased. the ten years ending 1960, 
the number branch offices more than 
doubled, compared with moderate in- 
crease the preceding ten-year period. 
Data number banks, branches, and 
total banking offices are given Table 


For the most part, the growth number 
branch offices has resulted from the open- 
ing new branch offices established 
commercial banks rather than 
merging smaller banks and larger banks 
with the smaller banks becoming branch of- 
fices. Excluding discontinued offices, about 
three novo branches were opened for 
each one acquired merger the period 
from 1934 through 1959. The data from 
which this relationship was established in- 
clude private banks and mutual savings 
banks, but the totals for these institutions are 
small and not significantly affect the gen- 


The magnitude the increase number 
branches has varied widely states. 
Naturally the largest increases have devel- 


*FDIC 1960 Annual Report, 33. 
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TABLE 


Banks Absorbed Merger the United 
States 


Year Number Year Number 
1950 1955 321 
1951 1956 189 
1952 1957 161 
1953 115 1958 152 
1954 207 1959 169 

Total 1,491 


Source: FDIC 1960 Annual Report, 33. 


oped the states permitting state-wide 
branch banking branch banking subject 
restrictions geographical area within the 
state. recent years number states have 
enlarged the areas within which branches 
are permitted, and few have abolished 
laws prohibiting branch banking. The de- 
velopment branch banking has been most 
pronounced California, North Carolina, 


South Carolina, Maryland, Arizona, and 
Rhode 


MERGERS 


Newspaper reports bank mergers, par- 
ticularly those involving the larger banks 
major urban centers, give somewhat 
exaggerated impression the importance 
mergers the evaluation the commercial 
banking structure. According the FDIC, 
banks were absorbed during the 
This was about per cent the 
total number banks the beginning 
the decade. Over the same period, 876 new 
banks began operations (not including few 
recognized that the absorbed banks usually 
were larger than the newly organized insti- 
tutions. The net decrease the number 
banks during the therefore, was only 
about per For the country whole 
there has been very distinct tendency for 


branch banking prevalent four- 
teen states, with locational restrictions some in- 
stances; sixteen states and the District Colum- 
bia, limited area branch banking prevalent; 
other states, unit banking prevails even though lim- 
ited branch banking permitted some instances. 
See FDIC 1960 Annual Report, 45. 
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the number bank mergers increase 
during recent years, shown Table 


The trend toward bank mergers, however, 
has varied considerably among the different 
states. Generally, has been most pro- 
nounced the states that permit branch 
banking, either state-wide within fairly 
large areas. The trend has also been ap- 
parent the larger cities and frequently has 
involved large banks whose names are well 
known. 


the longer period from 1934 1958, for 
which data are available, there was 
decline more than per cent the num- 
ber banks Arizona, California, Idaho, 
and Washington. The percentage decline 
was the range about per cent 
Delaware, the District Columbia, 
Nevada, New York, Oregon, and Rhode 
Island. The states both categories are 
those where state-wide branch banking, 
limited area branch banking, prevalent. 
the other hand, few states have experi- 
enced increase number banks, no- 
tably, Florida and Illinois, where branch 
banking prohibited, and Louisiana, New 
Mexico, and South Carolina, where there 
limited area branch banking. clear that 
both mergers and novo branches have 
increased concentrations states with the 
less rigid restrictions branch banking, al- 
though the policies state banking authori- 
ties chartering new banks also have some 
influence the number banks. 


BANK COMPANIES 


bank holding company, general terms, 
company that owns least per cent 
the voting stock two more banks. 
The banks controlled bank holding 
company are usually known “group,” 
and such affiliation commonly known 
group banking. 

According Nadler and Bogen, “The 
period most rapid development bank 
holding companies was the latter half the 
decade the 1920’s, when many the na- 


1960 Annual Report, 33. 
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tion’s leading bank groups were organized.”® 
the end 1931 there were bank 
groups, but the depression years took 
heavy toll and 1936 there were groups 
controlling 3.2 per cent all the commercial 
banks the country that held per cent 
all the deposits. The number continued 
decline until 1945 there were only 
groups and they accounted for only per 
cent total bank deposits. the postwar 
period, however, this trend number 
groups was reversed. the end 1960 
there were bank holding companies con- 
trolling 426 banks and operating 1,463 bank- 
ing offices states. However, these bank 
groups represented only 6.2 per cent the 
total number banking offices and 8.0 per 
cent total commercial bank deposits the 
United 

The largest holding companies Octo- 
ber, 1961 were Western Bancorporation, 
Marine Midland Corporation, Northwest 
Bancorporation, and First Bank Stock Cor- 
poration. Western Bancorporation, the larg- 
est bank holding company, operates 
eleven western states; the end 1960 its 
subsidiaries had deposits $4.7 billion. The 
second largest, Marine Midland Corpora- 
tion, operates solely New York State; 
the end 1960 had deposits $2.3 bil- 
lion. The third largest holding company, 
Northwest Bancorporation, has its head of- 
fice Minneapolis with banks and branches 
Minnesota, Nebraska, Montana, 
Wisconsin, North Dakota, and South Da- 
kota; the end 1960, its subsidiaries held 
deposits $1.8 billion. The First Bank Stock 
Corporation also has its main office Min- 
neapolis. operates Minnesota, Montana, 
Wisconsin, North Dakota, and South Da- 
kota; December 31, 1960 its subsidiaries 
held deposits $1.7 billion. 


Group banking has some unique features. 
The individual banks comprising group 
usually retain high degree autonomy. 


Nadler and Jules Bogen, The Bank 
Holding Company (New York: New York Univer- 
sity Graduate School Business Administration, 
1959), 10. 

Federal Reserve Bulletin, XLVII (June, 1961), 
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The stock held the holding company 
usually voted proxy the local manage- 
ment. Directors, with some exceptions, are 
local citizens nominated the local man- 
agement. Some bank holding companies re- 
view the nominees for directorships, but 
apparently any differences with local man- 
agement are settled informally. Sometimes 
directors senior officers holding com- 
panies are members the boards prin- 
cipal affiliated banks, but other instances 
none the management personnel hold- 
ing companies serves director 
affiliated bank. Since the board directors 
bank, once elected, has full authority 
and responsibility for the bank’s manage- 
ment during their term office, bank hold- 
ing companies cannot legally exercise veto 
power over actions the directors 
affiliated bank during that period. 


Along with the relative autonomy 
group banks, there usually very consid- 
erable degree both cooperation and 
rivalry. Frequently there are “group com- 
mittees,” composed representatives from 
several all the banks group, whose 
job work common problems. 
Sometimes one member bank group 
tries out innovations banking and shares 
its experience with the other members. The 
holding company usually offers important 
technical services the members its 
group. Thus considerable degree decen- 
tralization management obtained along 
with coordination, cooperation, and techni- 
cal aids. This system said stimulate the 
managements local banks group 
compete with each other show better 
operating results. 


THE MOTIVATIONS FOR CHANGE 


Many bankers believe that they can provide 
better banking service creating larger 
banking organizations, thus realizing the 
economies larger scale operation. 
“Economies size” mean them not only 
reductions cost operations, but also im- 
provement the quality banking services 
the public, the ability offer wider 
range services, and even the opportunity 
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realize more rapid rate innovation 
the entire area commercial banking. 


INCREASED DEMAND 


The development branch banking, for 
example, some extent response the 
existence “underbanked” situation 
the 1930’s. Some communities were left 
without adequate banking facilities, and the 
establishment branches was designed 
fill the void. The very considerable growth 
the size the economy and both the 
size and geographical distribution the 
population also has created need for 
branch bank offices where previously none 
existed. One factor has been the develop- 
ment suburban shopping centers with 
need for banking facilities. Within cities, 
banks have established new branch offices 
and drive-in windows for the convenience 
their customers. All these developments 
come under the heading providing more 
extensive banking services. 


OPERATING ECONOMIES 


The growth size most banking organi- 
zations has provided opportunities for econ- 
omies virtually all the complex phases 
banking operations. Perhaps most con- 
spicuous the moment the opportunity 
reduce costs and improve service the 
use electronic data processing equipment. 
The economies size also include better 
recruiting and training personnel, which 
urgently needed banking today; im- 
provement pension funds and other fringe 
benefits for employees; reductions cost 
printing and supplies through larger volume 
purchases; the ability larger organiza- 
tions raise additional capital sale 
stock better terms than those obtainable 
smaller banks; and the development 
sufficient volume put profitable basis 
some services that have often been rendered 
loss. 


IMPROVEMENT SERVICES 


Even more impressive the opportunity af- 
forded increase size improve the 
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quality banking service. small country 
bank can little more for its customers than 
hold deposits, make some loans, and provide 
checking account service. 
vide some additional services through the 
facilities correspondent banks. larger 
bank, banking organization, can 
great deal more. can provide better install- 
ment loan service developing special 
types consumer installment loans, well 
specialized personnel handle this kind 
business. can provide better commer- 
cial loan service being able make indi- 
vidual loans larger size, having suf- 
ficiently large staff loan officers that 
some can specialize loans companies 
particular industries, and developing par- 
ticular types loans such term loans and 
loans finance purchase business equip- 
ment. can provide better trust service 
operating one more common trust funds, 
having specialists estate planning, and 
having the volume business necessary 
support staff investment specialists. 


Banks that are able operate over large 
geographical area can provide uniform 
service business firms carrying opera- 
tions different locations within the area. 
The larger banks can offer, especially 
large commercial customers, well-developed 
facilities for managing pension and profit- 
sharing plans. some instances, bank 
larger size has the ability offer better 
foreign department service firms that 
carry international business. 


Even the state and local governments 
benefit from the economies size that 
only the larger banks are able operate 
fully developed municipal bond depart- 
ments for underwriting and distributing 
their security issues and, incidentally, 
provide much needed technical advice 
setting the terms and conditions new 
municipal issues. The short-term credit 
needs state and local governments may 
also met more conveniently and economi- 
cally banks larger size. 


Strong arguments for permitting multiple- 
office banking branch holding company 
methods are advanced recent study 
two faculty members the Graduate School 
Business, University Chicago, working 
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under grant from the Chicago Association 
Commerce and Industry. These authors 
point out that, 


“Permitting branch and holding company oper- 
ations does not make compulsory. simply 
makes possible for all types business organi- 
zations compete freely for the public favor. 
the independent operations have advantages, 
will retain them. The public can 


Another recent study makes close com- 
parison the economic impact state-wide 
branch banking Arizona with the effect 
limited branch banking neighboring 
New Mexico. The study concludes that 
state-wide branch banking has been more 
beneficial economic 


LEGISLATION 


The American people are often emotional 
and sentimental about the way the banking 
business run this country. They like 
“home-town” banks; they fear the “money 
monopoly” some vague power called 
“Wall Street,” and some people still mistrust 
banks altogether. not difficult, therefore, 
frighten the electorate with the alleged 
evils some change the banking struc- 
ture. probably this account that some 
legislators and government officials, sensi- 
tive the feelings their constituents, have 
watched the recent spread branch bank- 
ing, the bank mergers, and the development 
group banking with suspicion and even 
with alarm. 


BRANCH BANKING 


Branch banking long has been regulated 
the states. The National Banking Act 1863 
said nothing about national banks’ having 
branch offices. The Federal Reserve Act 


TIrving Schweiger and John McGee, Chicago 
Banking (Chicago: Graduate School Business, 
University Chicago, 1961). 

Butt, Branch Banking and Economic 
Growth Arizona and New Mexico Albuquerque: 
Bureau Business Research, University New 
Mexico, 1960). 
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branches under state laws become mem- 
ber banks. Not until 1922 did the 
ler the Currency, administrative ruling, 
permit limited branching national banks, 
and not until 1952 were national banks per- 
mitted the full latitude establishing 
branches that was allowed state-chartered 
banks. effect, then, the rules for branch 
banking national banks are made the 
several states. 

Federal legislation has provided for ap- 
proval branches national banks the 
Comptroller the Currency, those 
state member banks the Federal Reserve 
System the Board Governors, and 
branches state-insured banks that are not 
members the Federal Reserve System 
the Federal Deposit Insurance Corpora- 
tion. 


MERGERS 


the field bank mergers the principal 
federal legislation, until recently, was the 
Sherman Act 1890, which prohibits mo- 
nopoly and combinations restraint 
trade, and the Clayton Act 1914, which 
prohibits the acquisition the stock one 
company another whenever the effect 
may lessen competition substantially, 
tend create monopoly. The Clay- 
ton Act vests authority enforce compli- 
ance far banks are concerned the 
Board Governors the Federal Reserve 
System. Under the provisions this act, the 
Board Governors brought suit against the 
Transamerica Corporation 1953 the 
ground that was tending create mo- 
nopoly acquisition banks five-state 
area. The Board lost the suit. 1959 the 
Department Justice took legal action un- 
der the antitrust laws block the acquisition 
the California Bank the Firstamerica 
Corporation. This suit was settled com- 
promise arrangement that created two bank- 
ing organizations compete with the huge 
Bank America. 

1960, the Congress endeavored settle 
the matter federal control over bank 
mergers passing the Bank Merger Act 
amendment the Federal Deposit Insur- 
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ance Corporation Act. The Bank Merger Act 
provides that insured bank shall merge 
consolidate with any other insured bank, 
acquire assets any other bank, unless 
prior approval obtained from the Comp- 
troller the Currency national bank, 
from the Board Governors the Federal 
Reserve System state member bank, 
ber bank. acting applications, the au- 
thority concerned must consider: (1) finan- 
cial history and condition each the 
banks involved; (2) adequacy capital 
structure the bank created 
merger; (3) future earnings prospects; (4) 
general character its management; (5) 
convenience and need the community; 
(6) consistency its corporate powers with 
the purposes the act; (7) effects com- 
petition; and (8) the public interest. 

Unless immediate action necessary 
prevent failure one the banks, the ap- 
proving authority must request the 
Attorney General submit, within days, 
report the competitive factors involved. 
The report the Attorney General not 
binding the banking authorities, and 
apparently was the intention Congress 
leave final decisions the hands the three 
federal bank regulatory agencies. 


the decisions that have been made un- 
der the Bank Merger Act, appears that the 
federal regulatory agencies have given 
very careful attention the effects bank 
mergers upon competition. They have also 
been concerned with the convenience and 
needs the community and the public in- 
terest. But recently the whole matter fed- 
eral regulation bank mergers has taken 
new turn; the Attorney General has filed 
suits under the antitrust laws for injunctions 
against mergers that have been approved 
the federal bank supervisory authorities un- 


der the Bank Merger Act. 


February, 1961, spite the objec- 
tions the Attorney General, the Comptrol- 
ler the Currency approved merger be- 
tween the Philadelphia National Bank and 
The Girard Trust Co. and merger between 
two banks Lexington, Kentucky. There- 
upon, the Department Justice filed anti- 
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trust suits prevent the consummation 
both mergers the grounds that they were 
anticompetitive. September, 1961, the 
Department Justice instituted antitrust 
suit after the Federal Reserve Board had 
approved the merger the Manufacturers 
Trust Company and Hanover Bank New 
York. also sued prevent the merger 
the Continental National Bank 
Trust Company and the City National Bank 
Trust Company Chicago after that 
merger had been approved the Comp- 
troller the Currency. 


Thus have the anomalous situation 
two federal bank supervisory agencies ap- 
proving bank mergers under the Bank Merg- 
Act and another agency the federal 
government, the Department Justice, 
opposing these decisions under the antitrust 
laws. These proceedings raise the question 
whether the federal bank supervisory au- 
thorities really have the power apparently 
granted them Congress, whether the 
Department Justice and the courts will 
decide the legality bank mergers. the 
present time the question has not been 
clearly answered court rulings. 


CoMPANIES 


Federal regulation bank holding com- 
panies started with the Banking Act 1933, 
which provided that holding companies 
could vote the stock their bank sub- 
sidiaries that are members the Federal 
Reserve System only after being granted 
voting permit the Board Governors. 
the process considering applications for 
voting permits, the Board was directed, 
among other things, consider the effect 
upon competition. This legislation also re- 
quired that all national banks must obtain 
three reports annually from their holding 
company affiliates and submit them the 
Comptroller the Currency. 


1956 Congress set entirely new 
system control enacting the Bank 
Holding Company Act. This law makes 
illegal for any bank holding company 
acquire bank stocks, take certain other 
actions, without prior approval the Board 
Governors the Federal Reserve System. 


that time, all bank holding companies 
were required register with the Board 
and divest themselves interests non- 
banking organizations within two years. The 
act also prohibits loans subsidiary banks 
bank holding company the holding 
company other subsidiaries. 

Section 3(c) the Holding Company 
Act requires the Board take into consider- 
ation the following five factors acting 
applications for acquisition bank stocks 
holding companies: “(1) the financial 
history and condition the holding com- 
panies and bank concerned; (2) their pros- 
pects; (3) the character their manage- 
ment; (4) the convenience, needs, and 
welfare the communities and the area con- 
cerned; and (5) whether not the effect 
the acquisition would expand the size 
extent the bank holding company sys- 
tem involved beyond limits consistent with 
adequate and sound banking, the public 
interest, and the preservation competition 
the field banking.”® 

Three types applications have been 
made the Federal Reserve Board: (1) for 
approval establishment holding com- 
panies; (2) for establishment novo 
banks holding companies; and (3) for 
the acquisition other banks holding 
companies. All the statutory factors must 
considered connection with each type 
proposal. The first three factors usually 
involve special problem, nor are they 
dominant the final decision. typical con- 
clusion Board decision denying ap- 
plication the following: 


“The financial history and condition, the pros- 
pects, and the management both [The] 
Marine [Corporation] and [The Wisconsin 
State] Bank appear satisfactory. With 
respect these factors, The Board [of Gover- 
finds substantial grounds for either 
approval disapproval the 


Reserve Bulletin, XLVII (August, 
1961), 918. 

the Matter the Application the Marine 
Corporation for prior approval acquisition vot- 
ing shares Wisconsin State Bank, Milwaukee, 
Wisconsin, June 29, 1961, Federal Reserve Bulletin, 
XLVII (July, 1961), 764. The Board subsequently 
approved this acquisition. See Federal Reserve Bul- 
letin, XLVII (October, 1961), 1179-82. 
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The Board appears have given more 
weight convenience, needs, and welfare 
connection with the establishment 
novo banks holding companies than 
did its decisions concerning the forma- 
tion new holding companies and the ac- 
quisition existing banks holding 
companies. Wherever possible, the Board 
has preferred have needs met newly 
established independent bank. The 
ability this alternative was noted rela- 
tion the denial three applications, 
while the future foreclosure new inde- 
pendent bank was cited the fourth denial. 

connection with the acquisition 
banks, only minor attention given the 
fourth statutory factor, namely, convenience, 
needs, and welfare, although frequently 
concluded that some improvement bank- 
ing service would result. Thus, the First 
National Bank Pipestone decision the 
Northwest’s acquisition control might re- 
sult some expansion Bank’s services and 
facilities. However, these facts not, the 
Board’s judgment, provide strong ground 
themselves for approval the application, 
since Bank already adequately con- 
tributing toward fulfilling the needs its 
community for banking 

The decisive factor appears the an- 
ticipated competitive effects. this connec- 
tion the Board usually reviews the existing 
proportions deposits the affected banks 
their banking areas, the extent which 
there overlapping business between 
the holding company’s present subsidiaries 
and the proposed acquisition, the remaining 
alternative sources service, and related 
factors designed indicate the impact 
the acquisition competition. Many 
these decisions appear emphasize the 
quantitative rather than the qualitative 
aspects 


Federal Reserve Bulletin, XLVII 1961), 
409. 

Robertson has stated that the 
“real purpose” the Bank Holding Company Act 
“to regulate the expansion bank holding com- 
panies prevent undue concentration con- 
trol banking resources such companies.” Fed- 
eral Reserve Bulletin, (July, 1961), 762. 


BUSINESS HORIZONS 


THE PROBLEM SIZE COMMERCIAL BANKING 


Between 1956 and 1960, the Board re- 
jected only four applications made hold- 
ing companies and approved twenty-eight. 
the first nine months 1961, however, 
denied four out eleven applications. This 
may indication that recently greater 
weight has been given the competition 
factor, that more severe tests are being ap- 
plied, although the evidence this point 
not yet clear. 

The Department Justice, nevertheless, 
not completely satisfied with the decisions 
the Federal Reserve Board. March, 
1961, after the Board had approved the ac- 
quisition Milwaukee bank the Bank 
Stock Corporation holding company), 
the Department Justice brought anti- 
trust action prevent the acquisition. Thus 
there appears again the dichotomy one 
federal government approval 
banking combination, and another agency’s 
opposition it. 


MEASURING COMPETITION 


their studies the probable effects 
bank mergers and the formation extension 
bank holding companies upon competi- 
tion, the federal bank supervisory agencies 
and the Department Justice have relied 
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heavily upon concentration ratios. They cal- 
culate the proportion bank assets bank 
deposits that would held merged 
bank its banking area, the proportion 
that would held holding company 
(or holding company bank) its area. 
There seems marked tendency 
conclude that the ratio “too 
level never specifically indicated—or the 
resultant bank the largest the area, the 
proposed banking combination would tend 
substantially lessen competition. This 
altogether too simple and mechanistic 
way measuring the effect upon competi- 
tion. 

Concentration ratios have more limited 
meaning and are surrounded with many 
more reservations for banking than for 
manufacturing other forms nonfinancial 
activity. The commercial banks 
viders wide variety financial services 
wide variety individuals, business 
enterprises, and government units. This 
range service makes the measurement 
concentration more difficult. Professor Jules 
Bogen New York University has pointed 
out: “Because the great diversity serv- 
ices provided the banks, there prac- 
tical single measure the volume services 
rendered comparable unit sales man- 
ufacturing Conceivably, con- 
centration ratios could developed for 
different types banking service, such 
commercial loans, installment loans, savings 
deposits, demand deposits, and trust services, 
but little use has been made this kind 
analysis. 


Concentration banking national 
scale has not increased the past two dec- 
ades, according the Data published 
this agency are presented Table The 
extent which deposits were concentrated 
the largest banks this country was sig- 
nificantly lower 1960 than was twenty 
years earlier. The hundred largest banks ac- 
counted for 46.2 per cent deposits 1960 
compared with 56.7 per cent 1940. The 


Bogen, The Adequacy Bank Earnings 
(New York: New York University Graduate School 
Business Administration, 1958), 


~ 


100 


entire decline occurred during the 
however, and from 1949 1960 the concen- 
tration increased 1.7 percentage points. 
similar pattern shown for the ten largest 
The largest banks have experienced 
diverse trends, with the western banks 
tending increase relative importance 
and the New York City banks decline 
importance. The composite data for the ten 
largest and one hundred largest banks con- 
ceal these offsetting changes. 

The data states are available for De- 
cember 31, 1940 and December 31, 1958. 
Here mixed pattern found. eleven 
the fourteen states with state-wide branch 
banking, the percentage deposits ac- 
counted for the five largest commercial 
banks increased between these dates. But 
eleven out sixteen states with limited area 
branch banking and sixteen out eight- 
een states with unit banking, the proportion 
accounted for the “big five” declined. 

Data are not available for the metropoli- 
tan areas for 1940, but they are for Decem- 
ber 31, 1934. Table shows that for the 
largest banks the national concentration was 
greater 1940 than 1934 that the com- 
parisons noted below are undoubtedly af- 
fected the dates for which data are avail- 
able. nine out thirty-one metropolitan 
areas with limited area branch banking, the 
percentage deposits held the big five 
declined between 1934 and 1958. The ratio 
also declined for sixteen out seventeen 
areas which unit banking was prevalent. 

evident that the concentration trends 
have varied widely throughout the country. 
While the ratios have declined more than 
half the states and metropolitan areas, there 
has been tendency for concentration de- 
posits rise areas where branch banking 
has developed. With few exceptions, the 
ratios have declined areas that are largely 
limited unit banking. 


also prepared data for the largest 
commercial banks and bank groups for 1940 and 
1958. The magnitude decline between 1940 and 
1958 was similar that shown for commercial 
banks alone. The share accounted for the one 
hundred largest declined from 59.4 per cent 1940 
49.1 per cent 1958; for the ten largest the de- 
cline was from 26.9 per cent 20.7 per cent. 
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TABLE 


Percentage Total Deposits Largest 
Commercial Banks, Selected Years, 
1920-60 


100 

Largest Largest Largest 

Bank Banks Banks 

1920 1.9 9.7 

1929 2.6 16.4 41.9 
1934 4.1 22.9 53.6 
1940 26.4 56.7 
1949 3.9 18.9 44.5 
1958 4.6 19.9 45.7 
1960 4.5 20.3 46.2 


Not available. 


FDIC 1960 Annual Report, pp. 51, 100. 


There are two important factors that espe- 
cially limit the significance concentration 
commercial banking: (1) the comprehen- 
sive system bank regulation, and (2) the 
growth nonbank institutions, which pro- 
vide many services that compete with bank- 
ing services. smaller communities high 
concentration unavoidable because only 
one two banks can supported and the 
regulatory agencies will not approve addi- 
tional banks Such concentra- 
tion prevails commercial banking re- 
flects part the results regulatory actions, 
and any interpretation the meaning 
these ratios must allow for the influence 
these decisions. this connection, 
Robertson, member the Board Gover- 
nors the Federal Reserve System, has 
stated: 


one must remember that banks are 
little different category than other commercial 
institutions that they are pretty much 
quasi-public institution, they are granted almost 
monopoly the time they are 


\ 


15As June 30, 1958, 7,703 commercial banks 
were small communities with one banking office 
and 3,412 were communities with only two offices. 
Practically all the towns had popula- 
tion less than 5,000, while only few the two- 
bank towns had population excess 25,000. 
(See FDIC 1960 Annual Report, pp. 47-48. 

Antitrust Problems, Hearings before 
Antitrust Subcommittee (Subcommittee No. 
the House Committee the Judiciary, 84th 
sess. (Washington: U.S. Printing Office, 
1955), 2175. 


BUSINESS HORIZONS 


THE PROBLEM OF 


SIZE 


IN COMMERCIAL 


BANKING 


NONBANK INSTITUTIONS 


even greater importance has been the 
growing competition from mutual savings 
banks, savings and loan associations, credit 
unions, insurance companies, personal 
finance companies, and other financial insti- 
tutions. One careful student has pointed out 
that “Effective substitutes for commercial 
bank loans could render concentration ratios 
meaningless terms alternative sources 


Other financial institutions compete par- 
ticularly for savings and for making install- 
ment loans and mortgage loans. Thus, for 
example, December 31, 1960, the com- 
mercial banks accounted for only 18.3 per 
cent the total mortgage loans the nation 
and had smaller share the total than did 
savings and loan associations (38.1 per cent 
and life insurance companies (26.5 per 
allowance made for the mort- 
gages held government agencies and in- 
dividuals, these ratios would even 
smaller. Similarly, commercial 
counted for 37.9 per cent the installment 
credit outstanding December 31, 1960; 
sales finance companies with 25.6 per cent 
were the second largest source such 


Although the bank supervisory authorities 
have given considerable weight concen- 
tration ratios connection with mergers 
and the formation holding companies, 
they have also recognized that competition 
from other institutions can important for 
some types The Federal Re- 


Alhadeff, Monopoly and Competition 
Banking (Berkeley: University California 
Press, 1954), pp. 39-40. 

Federal Reserve Bulletin, XLVII 1961), 
434, 442, 454. 

Reserve Bulletin, XLVII (February, 
1961), 206. 

New York State Banking Department has 
noted that many the services affected 
commercial banks (i.e., lending money, ac- 
cepting thrift deposits, affording custodial services, 
trusteeships, etc.) there high degree service 

interchangeability. Memorandum 
the Superintendent Banks, State New York, 
Application Chemical Corn Exchange Bank and 
the New York Trust for approval merger, Sep- 
tember 1959, pp. 41-42. 
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serve Board has specifically recognized the 
role the savings banks. 

The real question, course, not degree 
concentration but the extent competi- 
tion. Several studies New York State’s 
experience have indicated that mergers have 
not inhibited competition and even that 
smaller independent banks often have grown 
more rapidly than the larger banks. The ex- 
tent which the smaller banks outgrew the 
large ones New York City between 1940 
and 1960 has been summarized follows: 


“The twenty domestic commercial banks 
New York which had assets less than $50 
million each 1940 have grown 444% over 
the past years—a growth rate about four 
times greater than that the New York Clear- 
ing House 


This greater rate growth was achieved 
despite the increase the share accounted 
for the five largest banks, part which 
reflected 


The increase relative impostance the 
small independent bank seems surprising 
first glance, but reflects two developments. 
First, the surviving independent banks are 
often the best managed; their leadership 
vigorous and imaginative. They are re- 
sourceful banks terms taking advantage 
competitive opportunities. Second, they 
operate the areas greatest growth 
banking, namely, retail banking. Consumer 
credit, mortgage loans, special checking ac- 
counts, and related services have been the 
expanding areas banking. Small inde- 
pendent banks operate largely these areas 
and thus have experienced the beneficial 
effects strong growth trend. 


the banking structure and banking legis- 
lation, can concluded that the future 


Proposed Merger Submitted 
The Comptroller the Currency May 15, 
1961 First National City Bank and National Bank 
Westchester. 

22See also Chicago Banking, pp. 28-31. Mil- 
waukee County, Wisconsin, the independent banks 
held per cent the deposits individuals, part- 
nerships, and corporations December 31, 1959 
compared with per cent for the same banks ten 
years earlier. Federal Reserve Bulletin, XLVII 
(July, 1961), 765. 
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important questions public policy will 
raised concerning our commercial banking 
system. Decisions made over the next year 
two will influence the nature our bank- 
ing structure and the quality banking 
service for long time come. 

want competition among 
banks and between banks and other kinds 
financial institutions. This essential part 
our private enterprise system. must 
recognize, moreover, that competition not 
reduced when depart from some ideal- 
ized concept “smallness.” The business 
community and many individuals want bet- 
ter and more economical banking services. 
Certainly the growth our national econ- 
omy requires that adequate credit resources 
readily available both business and in- 
dividuals. our economy grows and living 
standards further improve, there will 
increased need for the more specialized trust 
and investment management functions 
commercial banks. meet these needs 
larger banks are required. 

The real question the extent compe- 
tition, not the degree concentration. 


THE math class should the richest territory school. Words are 
magic, yes—but they are black magic, there disturbing aura about the 
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must find improved methods for measuring 
the effects expansion branch banking, 
bank mergers, and the development bank 
groups upon competition. These better ways 
must recognize that banks sell variety 
banking services, that they sell them com- 
petition not only with other banks but also 
with several other types institutions that 
provide similar alternative financial 
services, and that the geographical scope 
the markets for different services any one 
bank may vary considerably. 

One the most urgent problems pub- 
lic policy banking decide what laws 
shall govern banking combinations and what 
agency the federal government shall have 
authority administer the laws. The pres- 
ent confused situation intolerable from the 
public point view. this question the 
authors strongly believe that the federal 
bank supervisory agencies staffed men 
who know banking and who, most in- 
stances, have devoted much their lives 
bank supervision are far more competent 
appraise the effects banking combinations 
upon banking competition than the lawyers 
the Department Justice. 


word, means too much. Numbers are white magic, recreation, the gym- 
nastics the mind. Words sing, but numbers dance. And every child can 
see them dance: society places screens his way. Social class status, 
home atmosphere, cultural influence, the great complex attitudes and 
skills each child learns out school—all these elements, casting their in- 
escapable shadow everywhere else the curriculum, may kept out 


the mathematics class. 


—Martin Mayer 
THE SCHOOLS 


BUSINESS HORIZONS 


HOW SMALL BUSINESS 
CAN SUCCEED ABROAD 


BLAss 


Ithough interest foreign operations 
has been growing rapidly the past 

few years, there surprisingly little informa- 
tion available regarding small business in- 
vestments. Larger firms such pharmaceu- 
tical houses, automobile manufacturers, and 
petroleum distributors have staffs with con- 
siderable foreign experience and can pro- 
gram substantial funds for field studies and 
research. Should the enterprise fail spite 
precautions, they can use the tax write-off 


Mr. Blass economist with the American Tele- 
phone and Telegraph Company; also active 
consultant industry for the African Econ- 
omists Training Program the United Nations. 
The views expressed this article are, however, 
his own, and not necessarily reflect those the 
American Telephone and Telegraph Company 
the United Nations. 


provisions the law lessen the impact 
such losses other profits. The smaller 
businessman must necessity make deci- 
sion the basis fewer facts, less experi- 
ence, and less cushion case busi- 
ness reverses. the other hand, has 
several advantages over the larger investor 
that may serve make his venture more 
profitable. 


This article intended fill the gap— 
provide American “small” and “medium” 
businessmen who might invest the less 
developed countries with some guidelines 
that will aid establishing framework 
for proper decision. For purposes defini- 
tion, may characterize such businessmen 
those willing and able, terms their 


domestic corporate structure, invest 
$500,000 abroad. 
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sound point departure for such 
decision the motivation that leads the in- 
vestor look overseas for new business. 
Does the domestic labor situation seem too 
rigid? the firm finding hard adapt 
itself the changing requirements the 
market? American tax laws seem too 
complex discriminatory? From the point 
view starting business the under- 
developed parts the world, none these 
reasons very Almost all these 
countries have labor laws providing for job 
security and working conditions far beyond 
the dreams the The markets are 
inchoate form, channels distribution 
are unsuited rapid promotion change, 
and customers cannot effectively communi- 
cate their wants. Tax laws are antiquated 
most cases and not conducive business ex- 
pansion. these factors make business life 
home difficult, there incentive 
exchange such problems for worse ones 


overseas. 


Are there too many firms the industry? 
possibilities for innovation and develop- 
ment the product seem limited? the 
challenge fiftv years ago somehow absent 
from present business conditions? affirm- 
ative answer these latter questions pro- 
vides the businessman with clue what 
can expect the way positive values 
setting overseas firm. Most coun- 
tries Asia and Africa have concept 
merchandising retailing such the 
words not exist the local language. 
The idea changing product suit the 
changing needs novel one 
there. Competition restricted, generally 
because one cares provide any. Invest- 
ment for growing market has not been 
contemplated, and the atmosphere one 
dividing pie fixed size. Still, many 
American businessmen who travel the cir- 
cuit between Tokyo and Tripoli are awe- 
struck the opportunities for creative 
private enterprise—not gigantic mills vast 
mines, but job shops, small factories, and 
supermarkets and laundromats, all them 
business enterprises that abound any U.S. 
community more than 50,000 population. 
While evident that there can 


TABLE 


Direct U.S. Investments Area, 1929-59 


(in millions dollars) 


Latin 
Manufacturers America Africa Asia 
1929 931 
1950 
1959 1,426 120 248 
Trade 
1929 119 
1950 
1959 687 114 


Source: Department Commerce. 


proper statistical measure such oppor- 
tunities, reasonable indication given 
the growth investment such countries 
the fields manufacturing and trade. 
Table shows the extent such develop- 
ments three underdeveloped continents. 

Another way evaluating such invest- 
ments may look some particular 
examples. One venture that has succeeded 
the Pilot Pen Company (India) Ltd., or- 
ganized 1952 produce ink and fountain 
pens. uses both the trade name and the 
technical production methods the highly 
successful Japanese parent firm. Shares to- 
taling $100,000 (in Indian currency) were 
issued, per cent these were subscribed 
the Japanese and the remainder 
local capital. The company now has over 
two hundred employees, attained return 
over per cent the initial capital 
four years, and expects double its plant 
investment shortly. 

leading industrialist and financier 
India, Lalbhai, served the entrepreneur 
and provider initial capital developing 
the dye stuff and chemical industry India. 
After contacting American Cyanamid and 
obtaining per cent investment, set 
Atul Products Ltd. produce 
and pharmaceuticals. acquired owner- 
ship Cyanamid’s distributor 
the existing trade channels the latter 
distribute the new 
Several years later made similar agree- 
ments with two the major chemical 
houses, (Swiss) and The 
company started with million invest- 
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ment; now has shares outstanding $10 
million—mostly held Indians—and re- 
turning profit per cent per share after 
per cent the profits are retained for 
depreciation and internal 


Neither these ventures involved great 
capital investment, particularly the part 
the foreign investor, yet both were highly 
successful because novel techniques were 
employed improve desirable product 
for which market already existed. They 
are particularly interesting that they offer 
some sidelights the usual fears that for- 
eigners have about sinking capital funds 
seemingly high-risk countries. The case 
the fountain pen company shows that 
domestic company has expanded with only 
small injection foreign capital, most 
the form specialized machines and 
managerial assistance for improving quality 
and merchandising. Such firm cannot 
expropriated since largely domestic 
enterprise. not likely nationalized 
for its prestige value “bigness.” But its 
products will probably cut down imports 
similar foreign goods and thus appear favor- 
ably India’s foreign exchange books. The 
remittance profits likely consid- 
ered the government valuable pre- 
mium paid for the net gain foreign 
exchange well the expansion busi- 
ness volume. Furthermore, had the investing 
firm been American, could have insured 
itself against expropriation, risk war, and 
convertibility repatriated capital and pro- 
fits with the U.S. government under the 
corresponding legislation. 


THE GUIDELINES 


What then are the guidelines which the 
smaller businessmen can helped invest 
underdeveloped country? may, 
with advantage, select four general areas 
approach: information, organization, financ- 


1M. Pylee, “Joint International Business Ven- 
tures India,” unpublished pamphlet May, 1959), 
pp. 125, 178. Material from this pamphlet incorpo- 
rated into Friedman, Joint International Business 
(New York: Columbia University Press, 
59). 
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ing, and the investment climate. This list 
means exhausts all the necessary con- 
siderations, nor are the four areas covered 
fully they could be; they are, however, 
vital considerations and they supplement 
the more commonly known ones. 


INFORMATION 


Sources The small businessman should at- 
tempt gather all possible information 
about investment the particular country 
that interests him. start can made 
consulting Department Commerce pub- 
available for more than seventeen coun- 
tries. Other sources include banks with 
branches the country, commercial at- 
tachés the country its embassy the 
United States, and specialized libraries 
the trade associations such the American 
Iron and Steel Institute. The Bureau For- 
eign Commerce maintains offices the 
larger cities, which also have libraries 
considerable scope. 


source substantial knowledge this 
field likely the businessman Com- 
merce Department official who went 
member Investment Development 
team sponsored jointly the Departments 
Commerce and State. These teams 
three five men—the majority them busi- 
nessmen, armed with voluminous trade di- 
rectories—go for several weeks given 
country for the purpose selling American 
business abroad and speaking with business 
leaders, Chambers Commerce, govern- 
ment officials, and trade groups. Such men 
are likely have some highly specific sug- 
gestions and cautions about investment 
the area they have studied. Reports these 
teams and names members are generally 
available from the Bureau Foreign Com- 
merce Washington, and notice given 
terminal conferences held the members 
the department publication, Foreign 
Commerce Weekly. When all the domestic 
sources have been exhausted, the investor 
should consider personal inspection trip. 
$2,000 investment here may save many 
times its value mistakes may point out 
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areas greater potential. Personal contacts 
developed such exploratory visit are 
the beginning sound investment. 


Market the market 
the next step. Proper understanding 
what sells and why the key successful 
investment here and abroad. 
developed countries, resistance change 
may great, but the expansion sure-fire 
seller not likely result losses. 

Two contrasting examples will illustrate 
how essential this step is. Ghana, small 
investment group hired professional mar- 
ket research expert with local experience 
determine the possibilities selling pack- 
aged talcum powder through the “mammy 
trader” system the interior. The market 
was assessed favorably, and the enterprise 
subsequently flourished. Nigeria, pencil 
manufacturer from one the European 
countries asked the local bank determine 
whether sufficient market existed for 
overseas plant “minimum” size, that is, 
million pencils annually. unfavorable 
report this instance prevented possibly 
serious loss this manufacturer. 


ORGANIZATION 


Partnership The small businessman should 
not alone; preferably, should seek 
partnership with already successful local 
businessman. The days are over when the 
name England, America, France one 
its prominent firms was magic the na- 
tives. Now the emphasis firms that 
identify themselves with the host country, 
hiring fixed percentages “host country 
nationals,” and the use names and titles 
the native language. may useful 
boast licenses from foreign firms, but the 
president likely better received the 
color his face familiar locally. the 
practical side, the knowledge distribu- 
tion, reliable suppliers and fabricators, 
dealing with the local labor market likely 
greater among successful local busi- 
nessmen than among foreigners. This does 
not mean that the business acumen local 
minorities, which some countries consti- 
tute the leading business groups, has 


TABLE 
Minority Ownership Abroad 


Proportion Investments Less 
than Per Cent 
All Investments 


Latin Africa Asia 
Established 
Established 


untapped. India the Parsees and Tatas, 
West Africa the Syrians and Lebanese, 
and the Congo the Portuguese control 
much the commerce their respective 
regions. Rather, this warning intended 
prevent the setting American enter- 
prise staffed Americans. 


Minority Holdings Unorthodox forms 
enterprise are worthy investigation. There 
rule that investments must made 
the standard 51-49 per cent corporate form. 
Some countries will not permit greater own- 
ership the foreign investor; frequently, 
sizable minority interest more acceptable 
all around. Table illustrates small but 
increasing trend toward this form mi- 
nority holding foreign investment. 

Control may exercised number 
ways—through the selection key officials, 
licensing agreements, the supply key 
raw materials, name but few. The sup- 
ply materials was the means control 
chosen the German combine DEMAG 
when assisted the financing the first 
integrated iron and steel mill built Hel- 
wan, Egypt 1958. The profitable experi- 
ence the scrap furnace and rerolling mill 
production the period 1935-55 encouraged 
Egyptian capital put most the neces- 
sary funds for construction and equipment. 
The combine put the remainder the 
condition that the supplier most 
the machinery and all the coke con- 
sumed the new works. 


The International Basic Economy Corpo- 
ration, creation the Rockefeller family, 
uses many methods control over its 
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extensive investments twenty-one dif- 
ferent projects Latin America. Its serv- 
ices include organizing manufacturing com- 
panies, negotiating licensing agreements, 
surveying markets, bringing together poten- 
tial partners, assisting arranging financ- 
ing, and guiding administration. 
operates through fees, commissions, 
shares the equity foreign operations 
that organizes serves. These share- 
holdings may range from 100 per cent 
only per cent. The has helped form- 
ing agricultural processing plants for coffee, 
seeds, and poultry feed, shopping cen- 
ters, and metal working plant. has even 
gone into the broader area investment 
banking and management companies. 


Some firms, notably German firms that 
have recently made overtures Egypt, have 
agreed investments where the fixed plant 
and machinery will revert domestic own- 
ership after fixed period, and capital and 
profits will come out current production. 
Such arrangement may sound far more 
beneficial the host country than the more 
orthodox concepts ownership. Yet any 
investor can understand with little thought 
how such arrangement can quite re- 
warding, given normal depreciation prac- 
tices and tax laws. 


FINANCING 


Local important learn what 
sources financing are available besides 
personal investment. This rather obvious 
consideration largely neglected foreign 
investors who are thinking starting busi- 
ness underdeveloped country. 
pointed out earlier, expanding going local 
enterprise may the best approach, but 
even entirely new business started— 
such laundromat—local capital should 
play prominent not dominant role. There 
shibboleth accepted American and 
local officials alike that the supply capital 
stretched the limit current enterprise 
and ambitious plans for the future. Offered 
proof this statement the high rate 
interest local banks and other financial 
institutions. 


Yet careful observation profitable ven- 
tures shows that real sense and 
within certain important limits suf- 
ficiently strong demand for capital may cre- 
ate its own supply Another 
observer found that “in 
developed countries, including India, the 
amount capital available for investment 
often surprisingly inexplicably 
That adequate local sources in- 
vestment are often available was amply 
demonstrated events two entirely dif- 
ferent countries. Ceylon, when the Ford 
Motor Company decided discontinue its 
distribution spare parts and operate in- 
stead through locally owned outlet, local 
businessman found that shares tried 
sell company take over the service 
were accepted rapidly. was able float 
the entire issue the first day, and then had 
turn away prospective buyers. Similar eager- 
ness the part local investors was 
experienced Nigeria. Barclay’s Bank 
D.C.O. recently assisted the launching 
share issue the Nigerian Cement Com- 
pany Ltd. concern financed jointly 
Nigerian and United Kingdom public funds 
and two British companies) that was over- 
subscribed. the total applications, per 
cent were for the minimum number ten 
shares, and per cent the applications 
for these shares were from Africans. 


Government-Sponsored 
capital and local financing are not the only 
possible sources business capital. Many 
governments have established national De- 
velopment Banks expand business oppor- 
tunities and capital. example this kind 
establishment the Industrial Credit and 
has underwritten public and pri- 
vate issues shares and offers sale 
industrial securities and made direct sub- 
scriptions such securities. has made 
secured loans rupees payable over periods 


Charles Wolf, Jr. and Sidney Suffrin, Capital 
Formation and Foreign Investment Underdevel- 
oped Areas (Syracuse: Syracuse University Press, 
1958), 15. 

William Diamond, Development Banks 
more: The Johns Hopkins Press, 1957), 10. 
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fifteen years, extended similar loans 
foreign currency for payment imported 
capital equipment and technical services, 
and guaranteed payments for credits made 
others. addition strictly monetary 
help, has announced ready assist 
clients the preparation investment pro- 
posals, and make available find techni- 
cal and managerial advice and services both 
India and 

recent development has been the avail- 
ability local currency from the proceeds 
the sale surplus agricultural com- 
modities (PL This Cooley amend- 
ment capital can obtained through the 
Export-Import Bank Washington. 
lent prevailing rates interest with the 
agreement the government the country. 
sizable amount has accrued many 
countries, such Ceylon, Pakistan, India, 
Korea, and Viet Nam, mention only Asian 
countries. has, moreover, been scarcely 
utilized these countries and others be- 
cause American firms their subsidiaries, 
the only legally eligible borrowers, have not 
significantly taken advantage the provi- 
sions the amendment. Loaned normal 
rates, such capital comparatively easy 
obtain and may represent useful additional 
method financing. 


Insurance The small overseas investor 
should get the maximum benefit existing 
insurance coverage available his chosen 
country. The Investment Guaranty Program 
the International Cooperation Adminis- 
tration one such form insurance. 
covers the investor against number non- 
business risks given country—expropria- 
tion, war risk, convertibility. These vary 
according treaties force, but, once 
issued, they are sound protection for the 
period involved—usually one year and re- 
newable. The coverage costs comparatively 
little (.5 per cent per contract year for each 
the three and removes the greatest 
elements nonbusiness risk. Added cover- 


The ICICI: Source Capital for Private In- 
dustry India (Bombay: The Commercial Printing 
Press Private Ltd., 1959). 
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age for insurrection and revolution, more- 
over, has been written into the law 1961. 


addition, the Development Loan Fund 
and the Export-Import Bank write insurance 
policies. Both borrowers and nonborrowers 
may avail themselves these. The in- 
surance similar the Investment Guar- 
anty Program except that covers foreign 
firms well American companies and 
subsidiaries and can issued for countries 
where treaty yet force. Export- 
Import Bank insurance available for 
exports, including those consignment 
awaiting sale. The latter would con- 
siderable help supplier who sets 
foreign operation but whose largest invest- 
ment will lie the monthly shipments 
raw materials run the plant. 


the role the bank with 
interest branch the country should 
not neglected. Businessmen have long 
valued the shrewd business counsel ex- 
perienced bankers, and many these 
countries there are banks with experience 
dating back the turn the century. Not 
only are they equipped advise clients 
local laws and the prevailing climate 
vestment, but they are well informed 
local capital markets, names prominent 
and successful businessmen, and sources 
reliable credit information. Some banks have 
become meeting ground foreign inves- 
tors and local businessmen. The latter seek 
benefit from the advanced technology and 
capital resources available through the 
bank’s clients Europe and America; the 
clients, their turn, seek new markets and 
fields for investment. not surprising that, 
the case the British, banks India and 
Africa have long been consulted home 
office clients for accurate information 
credit worthiness and business prospects. 

Some American banks the Philippines 
have developed, response their clients’ 
needs, accurate import statis- 
tics that would otherwise unavailable. 
many countries, however, banks 
banks, particular) are not doing much 
they could provide this kind infor- 
mation. This partly because lack 
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interest and knowledge the part inves- 
tors, partly because insufficient realiza- 
tion the benefits that can accrue the 
banks themselves through these types 
services. American banks have compara- 
tively few branches Asia and Africa com- 
pared the British and French financial 
institutions. Yet banking techniques de- 
veloped the United States are singularly 
applicable there. Installment plan buying 
and the financing industrial growth 
through financial intermediaries such the 
cir Corporation, factoring institutions, and 
the like are only gradually spreading the 
underdeveloped countries. few American 
banks are generating new investment 
participating the equity financing new 
foreign companies through their Edge Act 
subsidiaries; notable instances are Chase 
International Investment Corporation and 
First National City Bank’s International 
Banking Corporation. Chase, for example, 
has been major source financing sev- 
eral sizable projects including new steel 
mill Turkey and industrial develop- 
ment bank Iran. 


INVESTMENT CLIMATE 


The small businessman should invest 
meet the market’s needs for product 
service, not merely make quick profit. 
significant that those who have had 
outstanding successes foreign enterprises 
—large small—have understood their mar- 
ket, generated business activity, and satis- 
fied the host country’s desire for employ- 
ment, income, and growth. These activities 
have turned out profitable well, but 
Lyndall Urwick has said: “Profit can 
more the objective business than 
betting the objective racing, making 
score the objective cricket, eating the 
objective living.”® Host governments want 
the investment capital but are highly sus- 
exploitation. Nigeria, for ex- 
ample, those firms exercising dominating 
influence over the people’s livelihood” were 


Lyndall Urwick, The Elements Adminis- 
tration (New York: Harper Brothers, 1943), 27. 


threatened with nationalization. Where jobs 
are created, business activity burgeons, and 
factories and houses up, few governments 
are likely kill the goose that laid those 
eggs. 

Where poverty not alleviated, where 
each year’s balance payments shows 
large deficit because profit repatriation 
and corresponding inflow investment 
capital, where the host country’s people 
learn little about technical jobs the man- 
agement enterprise, governments, regard- 
less whether they are revolutionary 
only mildly socialist, strong pressure 
toward restrictive steps confiscation. The 
difference between the treatment oil com- 
panies Iran and the neighboring Mid- 
dle Eastern countries was due large part 
the 50-50 split provisions for royalties and 
the considerable social consciousness the 
American oil companies.® extractive in- 
dustries such rubber and copper, the 
comparatively good labor relations 
American companies South America 
and Africa have caused these companies 
regarded partners progress rather 
than ripe plums picked. 

The investor should not neglect the pos- 
sibility that open him create 
change the climate investment. Many 
underdeveloped countries are the process 
writing investment law, frequently 
with little experience and too often with 
lack representation interested busi- 
nessmen. Knowledge what has worked 
well inducing business investment not 
common among these governments; yet 
business has not done much publicize the 
kinds existing investment laws considers 
workable even model investment laws 
charters. 

Moreover, home, although business- 
men here are extremely vocal and well rep- 
resented lobby groups Washington, 
the field foreign investment has not 
received its share attention. Programs for 
tax incentives, amendment the present 


See Carleton Coon, “Operation Bultiste: In- 
dustrial Development Saudi Arabia,” Howard 
Teaf, Jr. and Peter Franck, eds., Hands Across 
Frontiers: Case Studies Technical Cooperation 
(Ithaca: Cornell University Press, 1955). 
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Edge Act permit greater flexibility, 
exemption branch banks from double 
taxation, and the passing insurable risks 
private enterprise have lain untouched 
government pigeonholes for years. They 
have been neglected large measure be- 
cause too little support was given these pro- 
posals the fellow businessmen August 
Maffry Irving Trust, Ralph Strauss 
Macy, and many others who drafted 
Representative Hale 
Boggs’ bill the House, which provided for 
the creation Foreign Business Corpora- 
tion with special tax status, has been stalled 
committee when could have been the 
beginning highly important period 
American private investment overseas. Few 
banks, moreover, testified its favor and too 
few businessmen spoke for it. Such 
attitude comes time when private enter- 
prise increasingly pressed throughout the 
world prove its value against government 
enterprise. should not said American 
business that failed this task because 
did not care enough exercise its latent 
powers. 


explored several specific guidelines that can 
serve the smaller American investor un- 
derdeveloped countries. While the list has 


not been exhaustive, and could not such 
limited space, they may used supple- 
ment the ordinary and better known pro- 
cedures and cautions. 


Four areas have been briefly surveyed: 

What information does the investor need 
about the country and market which 
interested? 

What types organization should 
employ? 

What sources financing are available and 
desirable besides his own capital? 

What contribution can the investor make 
toward creating his own investment climate? 


Where sources are available for consulta- 
tion and help answering these questions, 
they have been indicated. The amount 
detail sought investors will, course, 
vary with their needs. listing these 
guidelines cannot prescription for suc- 
cess business investment 
developed countries; they will not prove 
formula that will magically open doors 
profits. Cumbersome local legislation, 
complex currency exchanges, discriminatory 
tax laws, and the myriad difficulties 
working with people less used technology 
and change will encountered spite 
any assistance. Businessmen, however, have 
faced these challenges before, and the 
incentives are still there. 


HINGS ARE longer what they were twenty years ago. Buying and 
selling here more profitable than sending many wares Portugal. 
German merchandise has market here and useless for this country. 
Writing tables split the great heat; clockwork, anything else made 
iron, deteriorates sea. This year there nothing send Portugal, for 
pepper, ginger, maces, cocoa-nut fat have all been brought for the con- 
tractors, also cinnamon for the King. One really does not know this time 


what invest one’s money. 


—Letter from Cochin India, Jan. 10, 1580 
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WILLIAM PETERSON 


The Case Against Antimerger Policy 


dismissing December, 1960, the gov- 
suit break the four-year- 
old merger the Continental Can Com- 
pany and the Hazel-Atlas Glass Company, 
Federal Judge Frederick Van Pelt Bryan 
said the evidence offered the Antitrust 
Division was insufficient “both qualita- 
tively and quantitatively” prove that the 
merger would substantially lessen com- 
petition. Still, the merger movement 
way won clear-cut victory, for Judge Bryan 
added, significantly, “The basic defect the 
case does not lie its theories 
but the nature and quality its proof.”! 


Mr. Peterson Associate Professor Economics, 
New York University. 


While otherwise approving Judge Bryan’s 
dismissal action and approving the principle 
antitrust not always the practice, for 
one, question the theories now governing 
antimerger policy the United States. 
aim the following discussion show 
that these theories are not protective but 
harmful competition and hence harmful 
economic growth. particular, recom- 
mend repeal Section the Clayton Act 
1914 and its amendment, the Celler- 
Kefauver Act 1950, which stated: 


“No corporation engaged commerce shall ac- 
quire, directly indirectly, the whole any 
part the stock other share capital and 
corporation subject the jurisdiction the 


1U.S. Continental Can, Civil No. 112-387, 
S.D., N.Y., Dec. 1960. 
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Federal Trade Commission shall acquire the 
whole any part the assets another corpo- 
ration engaged also commerce, where any 
line commerce any section the country, 
the effect such acquisition may substan- 
tially lessen competition, tend create 


Such repeal, true, would probably 
have prevented host government anti- 
merger victories, including such prominent 
ones those over Bethlehem-Youngstown 
(new Section 1958 and DuPont-Gen- 
eral Motors (old Section 1957. would 
have prevented the U.S. Supreme Court 
from laying down this rule the case the 
DuPont-General Motors stock acquisition: 
“The acquisition one corporation all 
any part the stock another corpora- 
tion, competitor not, within reach 
Section the Clayton Act whenever the 
reasonable likelihood appears that the ac- 
quisition will result restraint com- 
But this not say that the gov- 
ernment should not would not able 
act merger cases that are truly disrup- 
tive competition. The Antitrust Division 
and the Federal Trade Commission would 
still possess the sizable weapons Sections 
and the Sherman Act. 


Some distinction between Section the 
Clayton Act amended and Sections and 
the Sherman Act was brought out 
hearings the subject before the Joint 
Economic Committee September, 1959, 
follows: 


“Acting Assistant Attorney General charge 
Antitrust Robert Bicks: have treated thus 
far simple restraint-of-trade cases under Sher- 
man Act, Section then proceeded Sher- 
man Act, Section larger monopolization 
area. now what myself believe the 
most significant antitrust enforcement act for 
the future. That Clayton Act, Section 
Clayton Act, Section proscribes any acquisi- 
tion stock assets that may substantially 
lessen competition tend create monopolies 
any line commerce any sector the 
country. 


“There are two things bear mind. First, 


Act, Amended Section Stat. 1125. 


DuPont (1957), 353 U.S. 586, 


applies only acquisition. Sherman Act, Sec- 
tion would apply monopolization whether 
acquisition internal growth. [Italics are 
mine. 

“Chairman Paul Douglas: This was the so- 
called Kefauver Amendment? 


“Mr. Bicks: Yes. 

“Second, unlike the Sherman Act, does not re- 
quire proof actual competitive harm. re- 
quires simply proof the probability harm 
the future. reflects, suggest, Congres- 
sional desire avoid the problems monopoli- 
zation halting monopolizations what 
otherwise deemed excessive concentration, 
its roots, halting mergers that might threaten 
this 


Why was Section amended 1950 when 
bills had been before the Congress 
since the Temporary National Economic 
Committee hearings beginning 1938? The 
aim was threefold: first, make acquisitions 
assets well stock another corpora- 
tion subject and Antitrust Division 
jurisdiction (this would close escape 
hatch through which many informal mer- 
ger had been accomplished before 1950); 
second, strengthen the hand the anti- 
trusters dealing with “reasonably prob- 
able” monopolization opposed actual 
monopolization; and third, extend the 
coverage the law include vertical acqui- 
sitions (where the merging parties have 
customer-supplier relationship) 
glomerate acquisitions (where the merging 
parties consist businesses different in- 
plication the law already covering 
horizontal mergers transactions 
among competitors within the same indus- 
try). 

The case that triggered Congress into 
passing the Section amendment was that 
Columbia Steel 1948, the last merger 
case decided the Supreme Court before 
the 1950 amendment Clayton Section 
U.S. Steel’s Columbia Steel division had ac- 
quired Consolidated, West Coast steel 
fabricator. The acquisition had both vertical 


Hearings before the Joint Economic Committee, 
86th Cong., Ist sess., Part Sept. 22, 23, 24, and 
(Washington: U.S. Printing Office, 1959), 
2028. 


BUSINESS HORIZONS 


527 


tré 

liz 


rHE CASE AGAINST ANTIMERGER POLICY 


and horizontal characteristics. the vertical 
sense, U.S. Steel acquired customer that 
had per cent the fabricated steel market 
eleven western states. Measured horizon- 
tally, the merged companies had per cent 
the market for fabricated steel these 
western states. The Court upheld the 
merger, stating: “We not undertake 
prescribe any set percentage figures 
which measure the reasonableness 
corporation’s enlargement its activities 
the purchase the assets competitor. 
The relative effect percentage command 
market varies with the setting which 
that factor This decision, based 
the 1911 Rule Reason interpretation 
the Sherman Act the classic Standard Oil 
case, upset influential members both 
houses. 


ANTIMERGER POLICY 


Past ACTIVITY 


submit that Section especially 
amended 1950, plays into the hands 
some antitrust lawyers and economists who 
view almost every merger big business 
and many middle-sized businesses 
monopolistic. essence these guardians 
competition say monopoly matter 
numbers—the fewer the number sellers 
any market, the less the competition and the 
greater the monopoly. They also argue that 
mergers involve—as indeed they clearly do— 
presumably buildup “economic concen- 
tration,” and, therefore, degree monopo- 
lization. Even so, the reported rate 
about thousand major mergers annually 
1959, 1960, and the first half 1961. 

So, what seem witnessing some- 
thing akin irresistible force—the mer- 
ger movement meeting immovable 
object—antimerger policy. 1959 the De- 
partment Justice filed antitrust cases, 
them antimerger cases, record for the 
department. 1960 broke this record and 
filed cases, them antimerger cases. 


Columbia Steel (1948), 334 U.S. 495, 


527-28. 


This antitrust and antimerger activity under 
the Kennedy administration appears 
even more vigorous. The antimerger cases 
1959 and 1960 constitute nearly per 
cent the Clayton Act—Section activity 
the Antitrust Division since the Celler- 
Kefauver amendment 1950. Antimerger 
activity the Federal Trade Commission 
also the increase; antimerger cases 
were started the Frc 1960, compared 
with 1959. 

Despite the seemingly small number 
antimerger cases, antimerger policy hav- 
ing negative effect merger activity, 
especially among the largest firms. This 
policy preventing many mergers 
ever warranted economically—from coming 
into existence, that is, stopping them the 
board room discussion stage the advice 
counsel. Indeed, probably safe say 
that many cowed corporations, especially 
the larger ones, have given the search for 
profitable acquisitions and have fallen back 
the relatively less expedient method 
internal growth. this situation economist 
Donald Dewey Columbia University, 
authority mergers and antitrust policy 
the United States, writes: 


“In recent years, government success dis- 
couraging mergers has been striking that 
growth through mergers now probably closed 
most the two hundred largest industrial 
firms. Henceforth they must expand con- 
structing their facilities not all; and anti- 
trust policy anything more than the 
policing cartels, its future will turn mainly 
the economic consequences banning growth 


consider the recent off-the-record state- 
ment one the most brilliant antitrust 
lawyers the country: 


“The principal thing mergers. Sec- 
tion there isn’t lawyer the United States 
who knows what means. You can seek 
clearance from the Department Justice, 
you can the Federal Trade Commission 
and wear them death. You cannot win 


Donald Dewey, “Policy Toward Industrial Con- 
centration Britain and America,” Helmut 
Arndt, ed., Die Konzentration der Wirtschaft, 
Part (Berlin: Verlag von Duncker Humblot, 
1960), 1390. 
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against Department Justice opposition; it’s 
just whether they choose bring case against 
you, for they haven’t the money bring case 
against 


MOTIVATION 


What the motivation behind the vigorous 
new antimerger policy, clearly odds 
with the former permissive and believe 
more desirable merger policy seen, for 
example, the Supreme Court’s upholding 
1948? Part the motivation, apparently, 
the protection small business and per- 
haps even aversion big business. 

this writing, the antitrusters are inves- 
tigating challenging mergers proposed 
mergers the banking industry and such 
big businesses Coca-Cola and Minute 
Maid, Campbell Soup and Pepperidge Farm, 
Burlington Industries and James Lees, Min- 
nesota Mining Manufacturing and Warner- 
Lambert, General Motors and Euclid Road 
Machinery, and Procter Gamble and 
Clorox Bleach. look the last merger 
more closely, why did the rrc challenge the 
conglomerate merger the nation’s number 
one soap maker with the number one bleach 
manufacturer? would appear that Frc 
Hearing Examiner Everett Haycraft, 
acknowledging that the action was the first 
such action ever brought the commission, 
based his logic the need for the preserva- 
tion smallness. Procter Gamble’s “abil- 
ity and retain valuable shelf 
space grocery stores because its adver- 
tising and promotional experience and finan- 
cial Haycraft stated, would 
lessen competition area far domi- 
nated small firms. 

Another motivation antimerger policy 
control the sellers any one market, 
what the antitrust lawyers and economists 
refer “economic concentration,” “oligo- 
poly,” “monopolistic big 
twos, big threes, and big fours indus- 
try. Instances where this has been the moti- 


Private interview. 
Procter Gamble (1960), 6901, initial 


decision. 


vation include: Federal Judge Edward 
Weinfeld’s point that legalization the 
Bethlehem-Youngstown merger would lead 
“triopoly” already highly concen- 
trated steel the charge its 
Pillsbury-Duff opinion that “in the urban 
markets least, the mergers lead the di- 
rection what sometimes called ‘oligo- 
polistic’ ‘monopolistic’ competition, that 
is, situation where the remaining 
competition the particular market be- 
tween big and Federal Judge 
Randolph Weber’s view the Brown 
Shoe-Kinney Stores merger that “this Court 
finds that the Brown-Kinney experi- 
ence weighed the same scale with what 
happening the industry large 
manufacturer-retail outlet acquisitions, the 
trend toward the eventual elimination 
small manufacturers and independent re- 
these three instances, along with 
many others, mergers proposed mergers 
were upset. The antitrusters are determined 
that oligopoly—whatever is, for there 
unanimity definition the economic 
literature—will not get out hand and small 
business will protected. 


AGAINST ANTIMERGER POLICY 


THE LANGUAGE 


The case against Section based mostly 
economic grounds, but 
ground deserves mention. This the reversal 
Section one the most fundamental 
Anglo-American legal traditions: that, 
under the rule corpus delicti, proof 
wrongdoing must clear cut and actual. 
The crime, other words, must real, not 
assumed, not hypothetical. But the lan- 
guage the amended Section merger 
illegal when its effect “may” substantially 
lessen competition “tend” create 
monopoly. Here the use “may” and “tend” 
extremely weasel-worded, and corpora- 


Bethlehem (1958), 168 Fed. 
Supp., 576 (S.D., N.Y.). 

Pillsbury Mills (1953), rrc 555. 

Brown Shoe (1959), 179 Fed. Supp., 
721, 740 (E.D., Mo.). 
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tions may well condemned for crimes 
acts that they did not fact commit. Certi- 
tude missing, and bureaucratic arbitrari- 
ness—what Roscoe Pound, Emeritus Dean 
the Harvard Law School, calls “administra- 
tive in. Assumptions uncer- 
tain nature uncertain future related 
“reasonable probability” are made and 
counted “evidence.” Judge Weinfeld 
admitted the Bethlehem-Youngstown 
case: 


“The Government not required establish 
with certitude that competition fact will 
substantially lessened. Its burden met 
establishes reasonable probability that the 
proposed merger will (may) substantially lessen 


The word “may” was seen trap such 
staunch friend vigorous antitrust pol- 
icy Joseph then senator from 
Wyoming, during the debate the Celler- 
Kefauver amendment 1949. Said the sena- 
tor: 


“Mr. President, the difference between the word 
‘will’ and the word ‘may’ almost great the 
distinction between the poles. prefer the 
word ‘will’ the word because use 
the word ‘may’, one under the sun can tell 
what the law means, because ‘may’ conveys into 
the hands some future Federal Trade Com- 
illegal, although the Federal Trade Commission 
now says they are not 


The impreciseness language the 
amended Section does not stop with the 
use the words “may” and “tend.” The law 
provides fixed criteria for what means 
the phrase “line commerce,” set 
standards for what means “section 
the country,” and sharp guidelines for 
what means “substantially lessen 
competition.” Are cellophane and polyeth- 
ylene film the same “line commerce”? 
Does “section the country” cover vil- 
lage, city, state, multistate area? Just how 
substantial “substantially”? not likely 
that any two lawyers economists would 


U.S. Bethlehem Steel, 576. 


Congressional Record (Aug. 12, 1949), 
1344, 


define these phrases the same way. The 
result slippage into the arbitrary mire 
administrative law. Even one the authors 
the Celler-Kefauver amendment was up- 
set the language that crept into the bill 
and was enacted into law. Said Congressman 
Emanuel Celler during the House debate: 


“The phrase ‘to restrain commerce any sec- 
tion the country’ new phraseology. have 
not heard that before any antitrust legislation 
any Federal Trade Commission legislation. 
would give rise all manner questions, 
controversies, and disputes; there would 
nothing but confusion. would mean field day 
for the 


The Celler fears gross inexactitude 
language the phrase “in any section the 
country” were realized in, among others, the 
Bethlehem-Youngstown case. There, the 
opinion the court, which accepted the ar- 
guments the Antitrust Division, managed 
set five geographical markets for steel 
products they supposedly related the 
two steel corporations. First, there the 
northeastern section the United States, 
three-state market region within it, and then 
three individual state markets, Ohio, Michi- 
gan, and Pennsylvania. But this pat dissec- 
tion steel markets does not correspond 
the facts. Steel markets are not rigid and 
static; they are dynamic and responsive 
many variables such technology, price 
and quality competition, varying transporta- 
tion charges, and widely different products. 
Commenting the reasoning 
Bethlehem-Youngstown case, M.I.T.’s Pro- 
fessor Adelman, one the ablest anti- 
trust economists the country, said: 


“This sinks error into chaos. the northeast 
quadrant market area—is the locus the 
supply-demand forces that determine the price 
—then the other two areas are not. The evidence 
that sustains any one the three market con- 
cepts necessarily condemns the others. Until 
there retreat from Bethlehem reason, 
tribunals will able decide according any 


Congressional Record (July 1949), 9061. 
The field day Congressman Celler refers has also 
been one for economists, whose fees for counsel and 


testimony antitrust cases run anywhere from $75 
$200 day. 
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visceral whim, manipulating market defini- 


Similarly, what constitutes market control 
the eyes our antimerger officialdom 
anything but consistent. his Alcoa opin- 
ion, the late Judge Learned Hand made 
the observation that company that held 
per cent market was undoubtedly guilty 
illegal control, but per cent was 
doubtful legality, and per cent was cer- 
tainly Yet the rrc held that per 
cent was prima facie evidence violation 
Section the Pillsbury-Duff case. 
other cases brought the rrc and the Anti- 
trust Division, critical market shares usu- 
ally begin around the per cent mark. But 
the Brown Shoe-Kinney Stores case, the 
manufacturing capacity Brown Shoe 
would have increased only one-half per 
cent the Brown Shoe-Kinney merger had 
gone through, making total market share 
only per cent. Even so, the Court ruled 
against the Brown Shoe-Kinney merger. 


DEFINING INDUSTRIES 


Aside from inconsistency the definitions 
critical market shares, the antitrusters 
not seem realize the amorphous nature 
“industry” dynamic free-enterprise 
economy, the tremendous power competi- 
tion even when the market share reaches 
100 per cent. Years ago, for example, there 
was safer investment than the stocks 
streetcar companies; today hardly any 
these regulated “monopolies” are left 
America. That industry gone, victim of, 
among other competitive offenders, the mo- 
tor Car. 

Market fences separating other industries 
are falling away. Plastic companies are in- 
vading steel markets; chemical companies 
are going into plastics; rubber, distilling, and 
meat-packing companies are going into 
chemicals; oil companies are invading rub- 


Adelman, “The Antimerger Act, 1950- 
1960,” American Economic Review Papers and 
Proceedings May, 1961), 237. 

Alcoa (1945), 148 416, 424 (2d 


cir.). 


ber markets; aircraft concerns are going into 
hydrofoil boats; telephone companies are 
moving into intercom systems, and on. 
result, given “industry” becomes elusive, 
statistically and conceptually. 1953, for 
example, the Supreme Court held that Du- 
Pont’s per cent share the cello- 
phane market did not constitute monopoly, 
since cellophane accounting for only one- 
sixth the total market for flexible 
wrappings did not constitute complete 
market. DuPont itself exemplifies the dif- 
ficulty industrial classification. Most classi- 
fiers place the “chemical” industry, but 
also properly belongs host other 
industries—textiles, explosives, paint, plas- 
tics, metals, photographic film, and on. 

There are other examples conceptual 
problems defining industry. For in- 
stance, the rrc’s 1954 report concentra- 
tion ratios for 114 individual “industries,” 
there are many industries where large 
share primary products are produced 
other industries. For example, more than 
one-half all advertising novelties were 
produced firms outside the signs and ad- 
vertising displays industry. Almost half all 
laminated glass was manufactured con- 
cerns not included the purchased glass 
industry, although laminated glass key 
primary product. Again, nearly half all 
open die smith steel forgings were manu- 
factured outside the iron and steel forging 
industry. the window and door screen in- 
dustry, more than half all wood screen 
doors and windows came from other indus- 
tries omitted from the “concentration” 
ratio. 


CoMPETITION For MONOPOLIES 


Another angle seemingly not taken into ac- 
count the antitrusters their 
policy that monopoly and oligopoly—when 
attained through efficiency fields charac- 


For interesting discussion the economics 
and legislation competition America, 
Claude Robinson, Understanding Profits Princeton, 
N.J.: Van Nostrand Co., Inc., 1961), chaps. 
and 10. 
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terized freedom entry—are not neces- 
sarily incompatible with The 
monopolist single seller forced be- 
have quite competitively because faces 
potential competition, foreign competition, 
competition substitutes, and the sort 
competition imposed elasticity de- 
mand. the United States thousands dif- 
ferent goods are produced single pro- 
ducer from small goods available variety 
stores large custom-built goods available 
from machinery manufacturers; yet almost 
all are sold competitive prices. 


One reason for this lies the potential 
competition scores would-be producers 
avidly watching from the sidelines. Potential 
competition exists long there freedom 
entry into industry, long the gov- 
ernment does not block entry with undue 
franchises, overregulation, high tariffs, im- 
port quotas, licenses, and other controls (not 
including patents, which are property rights 
and encourage competition stimulating 
innovation and 


Most large industrial corporations are 
constantly searching for new lines, new 
products, and new investments whenever 
and wherever the return capital entic- 
ing. Those who argue that freedom entry 
barred when capital requirements are “ex- 
cessive” overlook the giants, such Armour, 
which have had the resources become 
giants new field, chemicals 
case. Again, ease the burden high capi- 
tal requirements, there the possibility 
joint ventures when corporations make 
team effort big new joint enterprise. 
example this the new Cerro Corporation- 
National Distillers agreement jointly put 
and operate aluminum refinery 
Oregon. 


Too, monopoly that becomes monopoly 
virtue its own efficiency must con- 
stantly its toes, must act competitively, 
and must assume surrounded poten- 
tial competitors eager absorb its market. 
Otherwise, will not monopoly for long. 
Before World War II, Alcoa drove down the 
price pound aluminum from dollars 
pennies although was virtually alone 


the field. One reason for Alcoa’s action may 
well have been potential competition. 


Foreign competition another factor that 
tames monopolists and undermines produc- 
tion and market share calculations—as long 
the government does not levy onerous 
tariffs, quotas, and other restrictions against 
foreign goods. (The Dingley Tariff 1897, 
will remembered, was known “the 
mother trusts.” now the antitrusters 
are training their guns General Motors, 
counting G.M.’s more than per cent 
share the American auto industry. But 
this calculation neatly omits the foreign car 
manufacturers—Volkswagen, Renault, Aus- 
tin, Fiat, and more than forty other auto 
makers who invade our shores. Precisely the 
same error ignoring competitors outside 
the national industry made the case 
American steel manufacturers, plywood pro- 
ducers, and typewriter makers, name but 
few. Free trade highly conducive do- 
mestic competition and efficiency, addi- 
tion its advantages international 
cooperation, good will, and higher living 
standards the affected nations. 


Competition substitutes also plays 
havoc with “market shares” and monopolists 
who would otherwise refuse act competi- 
tively. quite number fields, the com- 
petition substitutes keener than the 
competition from producers the same 
field. Wooden boxes compete against paper- 
board boxes, aluminum cans against “tin” 
cans, metallic containers against polyeth- 
ylene containers, cellophane wrapping 
against waxed paper, copper cable against 
aluminum cable, newspapers and magazines 
against television and billboards, and 
practically infinitum. The railroad “mo- 
nopoly” has long since been effectively chal- 
lenged truckers, pipelines, airlines, and 
water transportation (but the 1cc seems un- 
able recognize the situation). 


DEMAND 


With elasticity demand, the monopolist 
will under profit pressure charge not 
the highest price possible but the price that 
will yield the highest net revenue. way, 
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Henry Ford, Sr. was monopolist, mo- 
nopolist low-priced autos; yet did not 
charge what the traffic would bear. drove 
down the price Model hundreds 
dollars to, one point, $295, and declared 
could “any color long it’s black.” 
Any novelist is, definition, monopolist, 
and and his publishers are free place 
any price they wish novel—but they 
not. Price maximization, sum, not the 
same profit maximization. 


THE CASE FOR MERGERS 


follows from this reasoning that the stifling 
effect antimerger policy more effi- 
cient structure for American industry and 
commerce cannot exaggerated. What 
many opponents the merger movement 
forget that mergers make possible 
eliminate duplication and waste. Mergers 
allow for the adoption economies scale, 
more and better research, fuller line 
products, and better service customers. 
brief, mergers permit stronger competitive 
units. Thus, rule, they are symbols 
the strengthening competition, not the 
weakening it. They contribute powerfully 
economic growth. Furthermore, despite 
the many mergers that have taken place, the 
business birth rate has not flagged. fact, 
for years the business birth rate has far sur- 
passed both the merger rate and the business 
mortality rate combined. The Statistical Ab- 
stract the United States: 1961 shows gain 
the number firms from 3.1 million 
1945 4.7 million and that in- 
dicates clearly the openness the American 
enterprise system. (Of course, the business 
birth rate the service industry greater 
than that manufacturing. 
Notwithstanding this growth, antimerger 
policy still stifles business enterprise and 
economic growth tending freeze the 
structure, the status quo, industry. 
Under the authority amended Section 


Bureau the Census, Statistical Abstract 
the United States: 1961 (82d ed.; Washington: 
Printing Office, 1961), 480. 


the government has cast doubt the title 
every transfer stock and productive 
assets from one company another. And, 
seen the DuPont-General Motors case, 
the the Antitrust Division will bring 
action the basis Section against 
transaction that occurred forty years earlier. 
With such principle and such precedent, 
future well past mergers are under 
cloud. 

addition, antimerger policy sup- 
posedly designed safeguard busi- 
ness—handicaps and penalizes the small and 
medium-sized corporation from selling out 
and buying out and thereby has inadvert- 
ently protected the 
whether efficient inefficient. blocking 
the merger road the efficient large corpo- 
rations, antimerger policy has that extent 
weakened the ability big businesses and 
small businesses serve America better and 
hasten our economic growth. The stake 
small business better official merger policy 
especially critical. late the rrc and the 
Antitrust Division are also blocking mergers 
smaller firms. Thus, the Lintner-Butters 
mergers study 1950 noted: 


“For all manufacturing and mining companies 
during the eight-year period 1940-47, mergers 
were much less important source growth 
for large companies than for smaller com- 
panies. sum up, mergers have been re- 
sponsible for such small percentage the 
total growth large firms since 1940 that their 
effect over-all levels industrial concentra- 
tion has been very 


So, hold antimerger policy has slowed 
economic growth. John Swearingen, 
President Standard Oil Indiana, put 
this way: “On occasions the Department 
Justice seems seeking for ways place 
roadblocks the way business expan- 
Mergers usually represent way 
competing more aggressively and efficiently, 


Lintner and Keith Butters, “Effect 
Mergers Industrial Concentration, 1940-47,” 
Review Economics and Statistics (February, 
1950), pp. 31-32. 

John Swearingen, and American 
Business,” speech before Texas Mid-Continent Oil 
and Gas Association, Sept. 27, 1961. 
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situation well summed the Standard 
Oil California dissent Justice Robert 
Jackson, with whom Chief Justice Fred 
Vinson and Justice Harold Burton joined, 
when said: “If the courts are apply 
the lash the antitrust laws the backs 
businessmen make them compete, 
cannot fairness also apply the lash when- 
ever they hit upon successful method 

sure, the antitrusters can find sup- 
port for their antimerger theory among the 
academic economists, considerable num- 
ber whom accept the theory imperfect 
competition promulgated Edward 
Chamberlin Harvard University and Joan 
Robinson Cambridge es- 
sence, this theory holds that “imperfections” 
characterize all our industrial and com- 
mercial competition. (Wheat farmers have 
perhaps the least “imperfect” competition, 
and their competition characterized 
“perfect” “pure.”) Indeed, the im- 
perfection American competition 
great that many economists cannot see the 
competition for the Hence, 
have monopolistic connotations attached 
terms used designate U.S. competition 
terms product differentiation, 
administered prices, price uniformity, price 
leadership, contrived scarcity, duopoly, 
oligopoly, vertical-horizontal-and-conglome- 
rate mergers, quantitative substantiality, 
and on. 

But economist Hayek the Uni- 
versity Chicago has wryly observed, “im- 
perfections” are real competition what 
gasoline The fuel for com- 
petition the imperfections—the individual 
and corporate superiorities inferiorities 
resources, skills, innovations, and tech- 


Standard Oil California (1949), 337 
U.S. 293, 305. 

Edward Chamberlin, The Theory Monop- 
olistic Competition (Cambridge: Harvard Univer- 
sity Press, 1933), and Joan Robinson, The Econom- 
ics Imperfect Competition (London: The Mac- 
millan Co., 1933). 

From John Chamberlain, The Roots Capital- 
ism (Princeton, N.J.: Van Nostrand Co., Inc., 
1959), 158. 


nology each competitor plus the ability 
salesmanship quote prices, advertise, 
“differentiate” products, create new mar- 
kets, and influence such means pack- 
aging. 

Yet another name for “imperfections” 
the economic sense quality, Professor 
Lawrence Abbott Union College brings 
out his study, Quality and 
Professor Abbott argues tellingly that qual- 
ity competition discounted the monop- 
olistic-imperfect competition theorists, and 
that far from being monopolistic, quality dif- 
ferences widen the area choice, differen- 
tiate the cost and value competing prod- 
ucts, and thereby add fuel competition. 
fact, the Attorney National 
Committee Study the Antitrust Laws 
referred the theoretical construction 
the imperfect competition 
models when declared, “We not regard 
these models offering any basis for anti- 
trust policy. Indeed, departures from con- 
ditions pure perfect competition are 
inevitable, pervasive and many them use- 


effecting competition, streamlining the 
industrial and commercial structure the 
U.S. economy. reason for wanting new, 
more positive, and more constructive ap- 
proach toward the merger movement lies 
what hold the need for new look 
competition America, look along the 
lines the Brookings Institution study 
big business published 1954 and prepared 
under the direction Kaplan. This 
study, Big Enterprise Competitive Sys- 
tem, proved quite conclusively that the in- 
dustrial giants—many which achieved size 
through mergers—are not insulated from the 
forces competition. Kaplan saw after 
noting the changing lineup big firms 


Abbott, Quality and Competition 
New York: Columbia University Press, 1955). 

The Attorney National Committee 
Study the Antitrust Laws (Washington: U.S. 
Printing Office, 1955), 316. 
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through the years, the top slippery place. 
wrote, “There reason believe 
that those now top can remain there any 
more than their predecessors, short alert 
participation continuous product and 
market And yet practically 
all the statistics which the Kaplan 
study based back before 1950, the 
year the passage the Celler-Kefauver 
amendment Section 


tive System (Washington: The Brookings Institu- 
tion, 1954), 142. 


agree merger could impediment 
competition and efficiency. But the Su- 
preme Rule Reason 1911 should 
apply. The lowering the number firms 
“industry” should not necessarily 
equated injury competition; could 
mean the strengthening competition. The 
test restraint trade must not narrow 
and arbitrary; should based actual- 
ity and certainty, not probability and un- 
settled theory. Sections and the Sher- 
man Act can handle this job. Section and 
its 1950 amendment unreasonably restrain 
trade and should repealed. 


the most striking features the economic organization the 
Middle Ages was the important role played the fairs, more especially 
down the end the thirteenth century. 


examine the geographical distribution the fairs, once 
apparent that the busiest among them were grouped almost half-way along 
the great trade route, which ran from Italy and Provence the coast 
Flanders. These were the famous “fairs Champagne and Brie” which 
followed each other through the whole course the year. First came the 
fair January, next the Tuesday before mid- 
Lent that Bar, May the first fair Provins, called the fair Saint 
Quiriace, June the “warm fair” Troyes, September the second fair 
Provins the fair Saint Ayoul, and finally, October, end the 
cycle, the “cold fair” Troyes. the twelfth century, these assemblies 
continued for about six weeks, leaving only the necessary interval for the 


removal wares. 


—Henri Pirenne 
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BOOK NOTES AND REVIEWS 


HUMANITY: SENSE AND ICON 


“After all, are not born human; 
must earn the title.” (Lawrence 


ideologies become idolatries, auto- 
matic systems thought rise like wall 
between the spirit and reality, dimming the 
spirit and dulling the hearing.” (Eugene 
Jones Atlas, April, 1961) 


OnE danger seeking novelty 
thought above all else, especially 
much that the time seems 
novel turns out be, upon small 
amount research, old wisdom re- 
furbished new jargon. the other 
hand, one equally courts danger 
resting content with stereotypes, 
nistaking stereotype for reality. Some- 
times stereotypes become dear that 
who accepts them threatened 
when they are shown more fic- 
tion than fact. Patterns thought and 
belief can thus become deadening 
than enlivening: Instead 
being conducive growth, they crip- 
From this point view, 
fom the past year’s output not for 
novelty alone—for some the ideas 
were really old ones badly need 
for both the sensible and 
the “far out.” believe, after much 
that the first unusual 
the second. 

Before launching into the material 
intend discuss, want report 
our perusal two new magazines, 
Atlas and Current, and that opulent 
French publication, Réalités. have 
great admiration for the work both 
Atlas and Current. Atlas, have 
mentioned before, reprint maga- 
tine from newspapers and magazines 
the world. The items include 
from all ideological camps, 


the criterion for inclusion being not 
their palatability native consumers 
but their degree influence through- 
out the world. Atlas’ publisher re- 
marks, the staff itself deplores many 
the opinions but publishes them be- 
cause they need known. The edi- 
tors some sections (particularly 
the arts sections) select material for 
its merit. us, least, much the 
material came distinct shock—like 
cold shower, uncomfortable but brac- 
ing. Current digest magazine that 
employs both selected direct quota- 
tions and summary. Its purpose 
expand the number and effectiveness 
concerned citizens, and publicly 
eschews either liberal conservative 
affiliation (although date find 
slight bias toward liberal sources). 
Further, extends its coverage less 
accessible materials such Columbia 
University Forum, Phylon, and The 
Journal Conflict Resolution, and 
publications the Urban Land Insti- 
tute, RAND Corporation, and Twen- 
tieth Century Fund, addition the 
expected Foreign Affairs, 
and The Saturday Review. recom- 
mend highly the reader with little 
time but with large appetite for au- 
thoritative information. 

Among the Réalités articles, 
found these especially commendable: 
Danielle Hunebelle’s “How the Other 
Half Lives” (April, 1961), astrin- 
gent report the people East Ger- 
many; the stories the nationalized 
French aircraft corporations Caravelle 
and Nord-Aviation (May, 1961); the 
delightful interview, “Lawrence Dur- 
rell: Exclusive Interview” (April, 
1961); the juxtaposition articles 
Jockey Club and Sartre—the latter 
with some wonderful photographs 
St. Germain-des-Prés and Deux 


Magots (March, 1961); Michel 
“Roger Planchon: Boy Wonder 
European Theatre” (January, 1961), 
which makes even off-Broadway thea- 
tre seem anemic; and the entire Au- 
gust, 1961 issue “The Mediterrane- 
Sea: Confluence East and 
particular José André La- 
cour’s brief “The Templars—Mystic 
Builders Freemasonry.” 

While reading Commentary were 
struck the contrast between the 
conformist dissent and maverick con- 
servatism that came across.’ The 
first was the point review Sey- 
mour Lipset Vance Packard’s The 
Wastemakers called “The Conserva- 
tism Vance Packard,” the January, 
1961 issue. referring Packard, 
Lipset says: 

“Here radical critique Amer- 
ican capitalist commercial civilization 
but nostalgic rejection materialis- 
tic culture written for those who be- 
lieve that the only good society was the 
pre-industrial, pre-commercial, agrari- 
civilization. This nostalgia for the 
primitive, the rural, and the smail 
town, is, course, the nostalgia the 
wealthy ex-urbanite for world 
which does not live; and who, 
further, though feels guilty about all 
the abundance shares, still deter- 
mined keep it. may read Con- 
Reports, but buys his Olds- 
mobile, Lincoln, Triumph. 


handles like “conserva- 
tive” and “liberal,” “radical” and “pro- 
gressive” are growing more confusing 
with the output each day’s presses. 
What more, everybody these days 
claims rebel, whether against the 
New Deal “Pleistocene politicos.” 
our terminology first seems contradic- 
tory inconsistent, trust that the dis- 
cussion will clear due time. 
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conforms, but loves think him- 
self rebel.” (p. 83) 


But Lipset claims that the only ef- 
fective answer the ills that Packard 
relates are institutional reforms that 
(Packard) deliberately 
ently evades. Lipset remarks that one 
way reduce the influence adver- 
tisers would place heavy taxes 
advertisements, curtail the cur- 
rent subsidy given advertisers the 
form cheap mailing rates for large- 
circulation magazines and, says, 
“junk mail.” This may all very true, 
but Lipset’s most telling criticism 
Packard rests those paragraphs 
which points out the basic super- 
ficiality Packard’s conclusions and 
his haphazard treatment evidence. 
for the desirability institutional 
changes for correcting all 
ills, old-line progressives who advo- 
cate such increased central govern- 
ment action are being countered 
spots unlikely the New School 
for Social Research. are thinking 
particularly Ernest van den Haag. 


Another such maverick that comes 
mind Paul Goodman, author 
last year’s popular study juvenile 
delinquency, Growing Absurd. 
This labelling these two may mis- 
leading, however, for suspect that 
least some what has been called 
the trend toward conservatism mere- 
refusal satisfied with the doc- 
trinaire clichés either right left. 
Van den Haag, for example, takes 
perverse delight refusing clas- 
sified, and consequently angers and 
bewilders many his fellow sociolo- 
gists. September, 1960, van den 
Haag wrote article for Commentary 
entitled “Affluence, Galbraith, the 


Democrats,” which provoked fairly 
warm joint answer from fellow soci- 
ologist and labor economist the 
January, 1961 issue Commentary. 
They claim with some indignation that 
van den Haag “revolves his axis 
with such rapidity that one can’t see 
his face all. would like have 
one foot the liberal camp and the 
other the conservative, while the 
same time giving the impression that 
some way would like radi- 
cal.” (p. 70) his article van den 
Haag had criticized Galbraith’s an- 
swer the question what can done 
assure more reasonable use our 
affluence. Galbraith, according van 
den Haag, thinks that people spend 
their money foolishly and that the 
government therefore should spend 
more for them. Van den Haag sug- 
gests that the answer instead should 
that the purchasing power individ- 
uals the lower income groups 
increased. then makes the assertion 
that individuals are likely better 
judges their needs than the govern- 
ment, and moreover, that they are en- 
titled their mistakes. Van den 
Haag’s critics insist that merely 
follower what they call “competi- 
tive nihilism” the free-enterprise 
wisdom von Mises, Hayek, and the 
nineteenth-century 
those worthies. reply this attack, 
van den Haag says: 

think very highly Hayek, al- 
though also accept many views 
Lord Keynes which Hayek rejects; 
friend But also agree 
some matters with Paul Goodman, 
and many more with Russel Kirk 
William Buckley; often concur with 
and always admire Sidney Hook. 
short, guilt intellectual associa- 


tion infinitely greater than [my 
critics] suspected. feel better now 
that have confessed.) The world 
complicated though; sometimes agree 
with [my critics] too; and cer- 
tainly awed the vigorous Procrus- 
tean spirit which enables them take 
the world’s measure clean-cut 


fashion. not among gifts.” (p. 
73) 


Generally, van den Haag advocates 
the decentralization mass 
making them, that is, more directly de- 
pendent upon their publics. Similarly, 
advocates more local government 
autonomy opposed central gov- 
ernment enlargement. protests 
this point that his opposing the trend 
toward more collective expenditures 
does not mean that opposes any 
collective expenditures. believes 
that the relative efficacy private en- 
terprise over public enterprise any 
field should judged upon empirical 
grounds. 


unexpected reaction against in- 
creased government centralization 
also apparent Paul Goodman. 
van den Haag’s case, Goodman spells 
out his social philosophy best under 
earlier article (“Pornography, Art and 
Censorship” Commentary, March, 
1961, 203) that Goodman clarifies 
what calls “my libertarian position.” 
anarchist who believes that coercive 
sovereign power always poor 
pedient.” (Commentary, August, 1961, 
159) Later, says “For me, almost 
always the principle decentralized 
power overriding and should fos- 
tered.” (p. 161) However, main- 
tains that for changes and for very 
far-reaching changes, changes that 
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THE MANAGEMENT BANK 
FUNDS, Second Edition 


ROLAND ROBINSON, Michigan State Univer- 
sity. Available January, 1962. 


Thoroughly updated and revised, this book deals with the cen- 
tral managerial problems any commercial bank: manage 
its funds profitably but with adequate liquidity. Resolution 
the conflicting requirements adequate liquidity and profit- 
ability the core managerial problem commercial banks. 
This book attempts provide general philosophy for the reso- 
lution these two conflicting requirements. The second edi- 
tion generalizes the problem furnish unified philos- 
ophy which will applicable all stages the business 
cycle—whether money markets tight loose. 


ADVERTISING 


JOHN WRIGHT, Northwestern University; and 
DANIEL WARNER, University Washington. 
McGraw-Hill Marketing and Advertising Series. 608 
pages, $8.50. 


This text intended for first course advertising funda- 
The basic principles and viewpoints advertising 
are approached with equal emphasis marketing and com- 
munications. Discussions technical topics are limited the 
essential information required for understanding the 
problems involved. Advertising introduced against back- 
ground international cultural conditions and 
havior, with the primary objective presenting advertising 
important social and economic institution. 


MATHEMATICAL MODELS 
ECONOMIC GROWTH 


JAN TINBERGEN, Netherlands School Eco- 
nomics; and BOS, Yale University. Economic 
Handbook Series. Available February, 1962. 


important work presenting clear and practical terms 
simple survey the mathematical models for long-term plan- 
ning. value for practical planning the teaching devel- 
the graduate level, the “models” are presented 
order increasing complexity. Valuable new material 
second-order capital goods, the distinction between national 
and international industries, and the use world demand 
schedules long-term planning. Simple and brief presenta- 
tions. Calculus employed. 


DIVISION 


McGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street 
New York 36, 


INDUSTRIAL ORGANIZATION AND 
MANAGEMENT, Fourth Edition 


LAWRENCE BETHEL, President the 
Fashion Institute Technology; FRANKLIN AT- 
WATER, Vice President, Manufacturing, The Fafnir 
Bearing Company; GEORGE SMITH, Lawyer 
American Economic Development, Government 
and Business; and HARVEY STACKMAN, JR., 
Director, Management Services, Temple University, 
and President, Executive Developmnt Council. Avail- 
able January, 1962. 


This text surveys all phases industrial organization and man- 
agement, emphasizing the interrelationship the basic func- 
tions and principles essential the efficient 
operation business and industrial enterprises. The fourth 
edition has been extensively revised include the latest de- 
velopments, trends, and viewpoints industrial technology and 
management. Two new chapters “Managerial Controls” and 
“International Expansion American Business Enterprises.” 


ACCOUNTING: The Basis for 
Business Decisions 


WALTER MEIGS, University Southern Cali- 
fornia; and CHARLES JOHNSON, University 
Oregon. 896 pages, $7.95. 


This book the first three coordinated texts written for the 
modern college accounting program. Here are the funda- 
mentals accounting presented thorough and comprehen- 
sive manner—accounting depth. Distinctive characteristics 
are the emphasis theoretical accounting concepts and the 
use accounting achieve managerial goals. For every chap- 
ter there abundance carefully graded problems. 


THE FIRM: Microeconomic Planning 
and Action 


NEIL CHAMBERLAIN, Yale University. 
448 pages, $7.95. 


junior-senior level text providing framework within which 
economic theory the firm can meaningfully set, and with- 
which business policies can most fruitfully analyzed. 
portrays the planning function (with its emphasis organiza- 
tion, fund flows through time, and relating the organization 
its environment) profitable meeting ground for the scholar 
and practitioner. Underscores the importance the planning 
function the firm and the economy. 
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rightly calls revolutionary. But feels 
that they should changes only “in 
people their localities.” quotes 
democracy without 
provincial institutions has security 
against the excesses despotism. How 
can populace unaccustomed free- 
dom small concerns learn use 
temperately greater (p. 
161) Appropriately, free- 
freedom protection. Mere freedom 
from interference trivial, says. 
While people may feel themselves in- 
violate their rights and their families, 
they are effectually hemmed and im- 
posed and their resources for action 
preempted. “Soon, formally free, they 
are powerless and enslaved.” (p. 159) 
Goodman would make distinction 
between, for example, what calls 
merely juridical person and man who 
can grow his community and its his- 
tory. “Our rights juridical persons, 
that make society our own citizens 
and give dignity, must continu- 
ally fought for free growing and ini- 
tiation; otherwise they are empty.” (p. 
160) continues saying that now 
“We are the age organized afflu- 
ence, automatic technology, feudal 
monopoly, and symbolic democracy; 
and the universally prevalent ideology 
that Nothing Can Done. There- 
fore, naturally, ‘freedom’ longer has 
anything with ongoing initiation; 
has become the protection cower- 
ing individuals. Such freedom leads 
fascism.” (p. 160) 


Goodman’s calling himself “com- 
munity anarchist” becomes clearer 
his article “Utopian Thinking” Com- 
mentary (July, 1961). believes 
revivifying what calls “the conflict- 
ful community.” Contacts between un- 


like people should maintained 
that the quarrels ordinary personal 
and community life, with their attend- 
ant opposing values, must resolved 
face-to-face fashion, thereby pre- 
tions. For example, says Goodman, “It 
better city planning done 
competitive projects, exhibited, ex- 
plained, and submitted popular 
referendum, rather than handed down 
agencies. People might 
choose unwisely, but they would 
educated the process, and the 
fairly short run there would 
planning.” (p. 26) Goodman finds ba- 
sically dehumanizing the withdrawal 
from conflict into conformity and pri- 
vacy and reliance dicta handed 
down from central Pre- 
sumably, would find acting only 
within one’s own organization power 
block equally stultifying. true that 
the increasing trend mobile urban- 
ites become isolated into occupa- 
tional religious social groups leads 
growth distrust, suspicion, and 
dislike between groups. The mutual 
misconceptions and misunderstand- 
ings, for example, between the profes- 
sor and the practical man affairs 
America can traced directly gen- 
eral lack contact. England, due 
its famed Establishment, the social 
connections between these two are 
close and contacts are frequent. And 
result, both profit. 

have somewhat belatedly dis- 
covered the influential Encounter, 
which has been publication since 
1950 England. Cursed the more 


forthcoming book, Utopian Essays and 
Practical Proposals, which hope re- 
port later. 


leftist British press “Establish- 
ment magazine,” actually 
Anglo-American enterprise. Its spon- 
sor the Congress for Cultural Free- 
dom, international organization 
eminent intellectuals, founded the 
proposition that “there can 
stable world long mankind, with 
regard freedom, remains divided 


into ‘haves’ and ‘have exist- 
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ing freedoms, the re-conquest lost 
freedoms, and the creation new 
freedoms are part the same strug- 
gle.” Encounter articles the main are 
considered and authoritative; such 
are Establishment views, then the 
above curse deserved. 

Richard Lowenthal the changing 
role the United States world af- 
fairs and Theodore Draper Cuba 
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have roused particular controversy. 
Lowenthal generally writes the feature 
section entitled “International Com- 
mentary.” the August issue, his 
article “The Balance and the Mission: 
The Change World Role the 
U.S.A.” first sets out the changes 
Russian and relations since World 
War II, principally since 1957, and 
second, describes three main positions 
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that have evolved the United States 
response the new situation. Imme- 
diately after World War II, says 
Lowenthal, the United States could 
deal with Stalin’s challenge from our 
strong position nuclear monopoly. 
Even when this monopoly was broken, 
America still remained invulnerable 
long-range thermonuclear attack until 
1957 with the launching the Sput- 
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nik. This leveling the military bal- 
ance interacted with the upsetting 
the political balance the increase 
revolutionary movements the under- 
developed regions the world. What 
has evolved, therefore, unstable 
balance world power coupled with 
nuclear parity. 

“What stake the present de- 
bate America, inside and outside the 
administration, nothing less than the 
need re-define the world role the 
United States terms world 
unstable balance, and get the defini 
tion understood and accepted the 
nation large. Even before the 
Vienna confrontation, the discussion 
the changing world role the United 
States was, fact, full swing. 
centres the question whether the 
U.S.A. should try maintain all its 
world-wide commitments the new 
situation—and so; what means. 
Three main positions have crystallised 
this debate, and each implies dif- 
ferent view about the nature and mis- 


sion U.S. power.” (pp. 65-66) 


The first position that “No Re- 
treat,” and based upon what 
Brogan calls “the illusion omnipo- 
tence.” advocates, continues Lowen- 
thal, maintaining all commitments and 
putting American troops fight for 
them whenever necessary. This school 
sees the American mission identical 
with world-wide extension American 
military power—at the same time that 
all realistic estimates actual Ameri- 
can military power have vanished. Op- 
posing this school one that favors 
drastic cutting military commit- 
ments outside Western Europe and 
proposes policies supporting the neu- 
tralist regimes instead the present 


Asian allies the United States. Both 
groups apparently believe that there 
basis 
developed country for active opposi- 


popular 


tion Communism. Lowenthal says 
that this view oversimplifies the Asiatic 
situation. True, there are countries 
which Western alliance foisted 
the people unpopular government; 
however, there are others who are gen- 
uinely anti-Communist from bitter ex- 
perience and who desire American 
guarantee. 

For some countries, unfortunately, 
there are not always truly independent 
neutralist alternatives. Moreover, re- 
placement Western alliance 
neutrality does not necessarily mean 
reduction the extent American 
commitments. The United States can- 
not afford, even such cases, really 
wash its hands countries that show 
will maintain their independence. 
The crux the matter, says Lowen- 
thal, that dependence upon the for- 
mal military pacts alone not the 
answer. The third position that de- 
fines, which his own and currently 
dominant one the United States, 
“maintains the American world-wide 
commitment back popular resistance 
Communism any part the globe. 
accepts the lessons Cuba and Laos 
that where such resistance lacking, 
cannot replaced military inter- 
vention from outside; and leaves 
those nations that wish maintain 
their independence the free choice 
whether they regard neutrality 
alliance with the U.S. the best way 
so. the same time, offers 
every kind support for such nations 
—from advice and funds for solving 
their social problems progressive 
policies military aid (and even di- 


rect military backing) against Com- 
munist diplomatic blackmail guer- 
rilla warfare fomented from outside. 
Its general maxim help all those 
who are willing help and defend 
themselves.” (p. 67) 


would seem that Lowenthal has 
some fairly important support the 
current administration. 
general interpretation 
than Stalin’s, and his insistence that 
recent aggressiveness 
not the result pressure the Chi- 
nese die-hards the Kremlin, 
but rather, his own persistent belief 
voke considerable opposition among 
those quarters England that 
consider Khrushchev much closer 
Peter the Great than Lenin. his 
opponents’ criticism his view 
unnecessarily nihilistic, Lowenthal re- 
plies that although sees Mr. Khrush- 
chev wishing achieve world domi- 
nation, also sees him wishing 
avoid world war. And although much 
negotiation with the Soviets will 
futile, effort limit the military 
risks conflict all the more urgent 
and means hopeless. 


the March issue Encounter, 
Theodore Draper wrote article en- 
titled “Castro’s Cuba” which Walter 
Lippmann called “the most 
tive and illuminating thing have read 
[on the subject].” (Encounter, June, 
1961, 96) Even Herbert Matthews 
The New York Times, whose 
tion has generally been less stern than 
said this letter En- 
counter: admired Ted 
ticle very much your March 
ter. rare, although not 
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sionate and cogent analysis that 
very emotional and irrational event 


counter, May, 1961, 95) Matthews’ 
main reservation was that, his esti- 
mation, Draper tried draw too much 
order out disorder. Matthews con- 
tinues maintain that there was 
time when the United States could 
have kept Castro from placing his revo- 
lution Communist hands, principally 
supporting him its early stages. 
erred, Matthews’ view, due 
overestimation the strength the 
Cuban middle class and underesti- 
mation the power and misery the 
lower classes. Matthews says later 
his letter, 


“This does not mean that approve 
what Fidel Castro and his government 
are doing that ignore the fact that 
the most formidable enemy the 
United States who has ever appeared 
foundly disappointed that the dyna- 
mism his revolution and the conflict 
with the United States should have 
induced him place his revolution 
the Communist hands. not mean 
that his revolution Communist, but 
now totalitarian.” (p. 96) 


Draper’s original article 
Cuba” truly remarkable perform- 
ance. first deals with the Castro 
apologists, Jean-Paul Sartre, Simone 
Beauvoir, Leo Huberman, and Paul 
Sweezey (editors Monthly Review) 
and Wright Mills, author the 
Popular Listen, Yankee. makes 
comments also Paul Johnson 
the New Statesman and Professor 
Samuel Shapiro, writing the New 
Republic. Incidentally, considers 
Herbert Matthews, The New York 
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which the Cuban Revolution.” (En- 


Times reporter, entirely different 
category from these apologists, al- 
though disagrees with Matthews’ 
later belief that Castro more victim 
Fidelismo than its perpetrator. 


recounting the history the revo- 
lution, Draper points out that, far 
from its being peasant revolution oc- 
curring essentially rural country, 
broke out one the most middle- 
class countries Latin America. 
matter fact, Cuba was more urban 
than rural the time the revolution 
—57 per cent the population was 
urban areas, and per cent rural, 
and although the standard living 
was low and West European 
standards, was comparatively high 
Latin American. does point out, 
however, that Cuba’s economy was not 
healthy one and that did have seri- 
ous social problems, due partly the 
indifference Cuban upper- and 
middle-classes toward the welfare 
the land workers. finds that 
Wright Mills was right least 
pointing out that was revolution 
largely few middle-class students 
and intellectuals. Eighty-two men in- 
vaded Cuba with Castro December, 
1956, and twelve survived fight 
the Sierra Maestra; they all came from 
the middle class. Castro himself the 
son rich land owner, university 
graduate, and lawyer. was only 
the mountains that these student revo- 
lutionaries had their first face-to-face 
encounter with the crying poverty, il- 
literacy, disease, and primitivism 
the outcast peasants. 

From this, says Draper, came the 
determination revolutionize the 
Cuban society raising this lowest, 
neglected sector. Castro’s forces the 
mountains, however, were always too 
small even consider overthrowing 
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Batista arms. general strike, 
part larger resistance movements 
the cities the middle class, was 
the method. The strike, however, 
failed because the organized urban 
workers were doing well under Batista. 
addition, the Communists sabotaged 
the strike because they were not in- 
cluded the movement. When the 
general strike failed, Castro shifted 
full-scale guerrilla warfare, spite 
the fact that the entire forces 
“Bearded Ones”) the mountains 
never numbered more than about 
3,000 from beginning end, whereas 
Batista’s army was over 40,000 and 
well armed. 


guerrilla tactics then were 

not aimed much defeating the 
enemy inducing him lose his 
head, which Batista promptly did. 
Draper described it: 
“The Army and Secret Police struck 
back blindly, indiscriminately, sense- 
lessly. The students, blamed the 
main trouble makers, were their chief 
victims. became safer for young 
men take the hills than walk 
the streets. The orgy murders, 
tortures and brutalities sent tremors 
fear and horror through the entire 
Cuban people and especially the 
middle-class parents the middle-class 
students.” (p. The New Leader 
supplement) 


The general revulsion, however, even- 
tually permeated the army itself, and 
Batista’s army just evaporated. 
Draper points out, the heaviest losses 
were suffered the middle-class 
urbanites, and the real victor this 
historic struggle was the entire Cuban 
people. this time the revolution 
that Castro had promised was the res- 
toration the 1940 Constitution, with 
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guarantee general elections the 
end one year and absolute guar- 
antee freedom information, press, 
and all individual and political rights. 
specifically maintained that had 
thought replacing military dic- 
tatorship with revolutionary dictator- 
ship. said, intended lead 
the country full constitutional and 
democratic procedures. From 1953 
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aims provided for grants land 
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maximum holdings for agricultural en- 
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ing land farming families; pro- 
posed encourage agricultural co- 
operatives for the common use costly 
equipment, cold storage plants, and 
single professional technical direction 
cultivation and breeding. 

early speech mentioned the na- 
tionalizing the electric and telephone 
companies, although later denied 
Coronet article that intended 
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extend the government ownership 
public utilities, and called nationaliza- 
tion cumbersome instrument. de- 
clared had plans for expropriat- 
ing nationalizing foreign invest- 
ments. was, says Draper, this revo- 
lution based the 1940 Constitution 
that was the basis Castro’s victory 
January, 1959, and was this revo- 
lution that Castro unquestionably be- 
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trayed later wholesale confiscation 
and socialization, state farms and co- 
operatives, and wholly government- 
controlled press. Draper caustically 
criticizes the apologists’ literature 
Cuba, especially Listen, Yankee 
Wright Mills. concedes that Mills’ 
book one way peculiarly useful 
that records the actual conversations 
Castro leaders. says “Anyone 
who wants get the Castro party line 
most nakedly can get here.” (p. 


continues, however, say that 
reader has right expect that the 
author should some work his own 
beyond listening only one side, and 
that sociologist would least able 
give reasonably accurate report 
the social structure the country.” 
(pp. 5-6) Considering the opposite 
extreme from the Castro apologists, 
castigates Red Star Over Cuba Na- 
thaniel Weyl. says, there 
indication that has had any per- 
sonal knowledge Cuba the last 
two years any other time. 
adds, “The recklessness with which 
uses his materials, good, bad and 
dubious, matched that his 
views.” (p. 18) then proceeds 
show the inconsistencies, the distor- 
tions, and plain erroneous data 
throughout the book. concludes 
page 20, “Every bit evidence 
that would not fit the book’s thesis 
ruthlessly suppressed glossed over. 
All the hard problems Castro’s politi- 
cal development are over-simplified 
and vulgarized.” 


Nor does Draper completely ab- 
solve chief American target, 
Herbert Matthews The New York 
Times. But Draper’s main point 
difference with Matthews 
whether Castro was the architect 
the dupe Fidelismo. Draper him- 
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self leaves doubt that his opinion 
the ego Fidel Castro himself 
that the béte noire. The democratic 
revolution based upon the 1940 Con- 
stitution would unfortunately reduce 
Castro elected official best, 
whereas now the dictatorship the 
proletariat revolution the peasant 
revolution, sometimes called, af- 
fords Castro the power that 
Draper feels that the end 
ego may give the Communists much 
trouble has given some the 
others. for the Communists, 
says, “For the Communists and the 
Fidelistas meet, both had travel 
some distance from 
points. The Communists had make 
their minds that they could win 
power, not against Fidel but only 
through Fidel.” (p. 26) 

reply his British critics, the 
most vocal whom have been writers 
the New Statesman and Time and 
Tide, Draper, second article en- 
titled “Cubans and Americans” the 
July quotes with some 
satisfaction from the New Statesman’s 
correspondent (December 20, 1958), 


Batista. Three years ago, when first 
revolted against Batista, put for- 
ward left-wing programme, which 
included nationalisation key indus- 
tries and agrarian reform. But this 


special arrangement with En- 
counter, Theodore Draper’s two articles 
reprinted this country supple- 
ments the weekly The New Leader: 
Castro’s Cuba: Revolution Betrayed?” 
(March 27, 1961) and “Cuba and 
Policy” (June 1961). Draper, inciden- 
tally, was the author The Roots 
American Communism and American 
Communism and Soviet Russia. 
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did not catch on, and soon Castro 
drifted into the extreme right, where 
bankers and land-owners were willing 
finance his revolution—if only get 
rid Batista. Castro accepted, and 
for few months his was probably the 
most luxurious revolutionary move- 
ment (p. 76) 


Since one Draper’s points his 
original article had been that Castro 
cannot overthrown except force 
(just there was other way 
overthrow Batista), felt bound 
clarify his views after last disas- 
trous fiasco the Bay Pigs. Thus 
his second article, Draper reviews the 
history that invasion before 
makes his point that this was not quite 
what meant when advocated 
predicted eventual armed overthrow 
Castro. says page 59, “There 
were two sides the failure, Cuban 
exile politics and United States policy.” 


points out that the early Cuban 
exiles (early 1959) were followers 
Batista, completely discredited 
home, morally and politically. was 
this time (April, 1959) that Castro 
spent three hours conference with 
this conference, Nixon wrote three- 
page memorandum. The text the 
memorandum has never 
lished, but known, says Draper, 
that during his conversation with 
Castro, Nixon became convinced that 
Castro, while not Communist, was 
least captive the Communists; 
Nixon consequently advocated training 
guerrilla forces overthrow Castro. 
Such guerrilla forces the spring 
summer 1959, however, would have 
had composed almost exclusively 
ex-Batista officers and soldiers. Says 


Draper, “One can only marvel this 
proposal April, 1959. Fidel Castro 
wanted the United States any- 
thing, was ally itself with the 
Batistianos its midst.” (p. 60) 
Nixon’s recommendation, 
was rejected, 


The real turning point the revo- 
lution occurred the fall 1959, and 
was marked the arrest the school 
teacher Hubert Matos. Matos had risen 
the highest rank, major, the re- 
bellion, and was entrusted with the 
military leadership one the prov- 
inces. the spring 1959, began 
question why Communists were 
being put into leading positions pro- 
vincial and town administrations the 
expense “26th July” members. 
When the futility his protests 
Castro became apparent, sent his 
resignation October 19. Because 
the increasing Communist take-over 
the province, majority the army 
leaders his province resigned with 
him. Matos was arrested home 
October 20, and Castro rushed the 
province crack down the dis- 
senters. When Matos finally 
charged with treason, disaffection ap- 
peared all and down the line. Matos 
was condemned years imprison- 
ment, and February, 1960, the 
president the official Cuban Com- 
munist party publicly equated anti- 
Communism with treason. (When such 
equating was refuted radio com- 
mentator whose political and personal 
ties Castro had been extremely 
close, Castro himself devoted four- 
hour television program ridiculing, 
insulting, and denouncing him. The 
radio commentator fled.) 


“These were episodes what had 
become, for Fidel Castro, second 
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civil war. the first, had repre- 
sented democratic cause, and had 
required civil war against 
dictatorship. the second, repre- 
sented totalitarian alliance with the 
Communists, and required civil 
war against the democratic elements 
his own movement. Castro waged 
the second civil war ruthlessly 
the first, striking down all those who 
stood his way and leaving them only 
the alternatives following him blind- 
fighting back second under- 
ground.” (p. 62) 


The main exodus then Cuban 
exiles started the spring 1960, 
speeded the summer, and be- 
came mass flight the end 1960. 
1961 over 100,000 political emi- 
grés had gathered the United States. 
the spring 1960, the Eisenhower 
administration had made the decision 
support invasion force. The first 
problem was with which Cubans 
work. Too many the Cuban exile 
politicians the right and center were 
content accept the dictation the 
just the CIA was content dic- 
tate them. some cases, these 
politicians were free any the 
Batista taint, but their own past iden- 
tified them with corrupt 
enough prepare the way for Batista. 


régimes 


They were therefore hardly appropri- 
ate symbols the new Cuba, which 
was determined get something bet- 
ter than Batista his predecessor. The 
main difficulty seemed be, says 
Draper, that the Eisenhower policy 
needed Cuban exiles who had not been 
compromised anything very dif- 
ferent from the pre-Batista régimes 
(little better sometimes than Batista). 


The influx emigrés the end 


1960, however, made the left serious 
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rival the right and center within the 
Cuban emigration group. talking 
about the dissensions between the dif- 
ferent groups emigrés, Draper makes 
the point that whatever per- 
sonal intentions, the revolution least 
was professedly anti-Communistic 
its early phases. fact, the over- 
whelming majority Cubans all 
classes were admittedly pro-Castro 
January 1959. Therefore, the tend- 
ency the earlier emigrés (of the 
right) brand all the later emigrés 
ipso facto Communists 
tenable. This struggle had another 
facet, which was the crucial practical 
question whether the underground 
Cuba the exiles the United 
States should constitute the primary 
force the struggle against Castro. 


“For some, the underground came first, 
and the role the exiles was mainly 
assist and support it. For others, the 
exiles came first, and the underground 
had virtually place their plans. 
This choice between the underground 
and the exiles was one the chief 
dividing-lines between the Left and 
the Right. The Left invariably stressed 
the underground, and the Right was 
almost exclusively favor the exiles, 
and there were elements the Centre 
both camps.” (p. 65) 


May 1959, Fidel had dis- 
tinguished his revolution from both 
capitalism and Communism: from the 
first, because killed people with 
hunger, and from the second, because 
repressed their liberties. Moreover, 
the general and wholesale nationaliza- 
tion that took place the summer and 
fall 1960 was unanticipated the 
Cuban press general and many 
the régime. the same time, the 
rapprochement between Castro’s ré- 


gime and Russia became more overt. 
With the advent the new American 
administration 1961, there was 
policy shift from favoring the center 
among the exiles the left. And 
March the Cuban Revolutionary Coun- 
cil, headed Cardona, was instituted. 
This was reflected the State De- 
partment’s White Paper Cuba: 


challenge results from the fact 
that the leaders the revolutionary 
régime betrayed their own revolution, 
delivered that revolution into the hands 
powers alien the hemisphere, and 
transformed into instrument em- 
ployed with calculated effect sup- 
press the hopes the 
Cuban people for democracy and in- 
tervene the internal affairs other 
American Republics.’” (p. 70) 


The two main groups within the 
council March had formulated 
some basis for unity and published 
statement the insurrectional strug- 
gle come. The first proviso was that 
priority should given those fight- 
ing inside Cuba against the Commu- 
nist oppressor. Second, persons who 
had been associated responsibly with 
Batista were have any participation 
the struggle. Third, the military 
command was the hands 
Cubans and answerable the presi- 
dent the council. And fourth, these 
criteria were fully prevail the 
forces that were being organized. 
Meanwhile, the shipments arms 
the Soviets introduced problem 
time, and because this the role 
the Cuban Revolutionary Council was 
undermined the holdovers the 
older policy. 


“Maximum priority was given the 
outside invasion force, not the 
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derground Cuba. Objectionable per- 
sonnel were admitted and not weeded 
out the invasion force. The Council 
was not command the situation, 
and its members were humiliated 
those who were. 

“On the surface, two different lines 
were pursued simultaneously, one for 
the Revolutionary Council, another for 
the invasion force. The former implied 
that some re-examination 
place the Kennedy administration; 
the latter amounted expression 
modified Nixonism. The difference 
between these two lines the key 
what was wrong with the conception, 
well the execution, this in- 
73) 


Because the anti-Castro forces inside 
Cuba were virtually ignored, the in- 
vasion came surprise. Further, 
discouraged the anti-Castro forces in- 
side from doing anything because 
was too small and, having the full 
backing the United States, was not 
popular. Despite this failure, which 
calls “perfect” because complete, 
Draper says that 


democratic opponents have 
the right and the duty obtain arms 
where they can, Castro did and 
other revolutionary movements have 
done. The United States can help, but 
Cuban opposition worthy 
the name will accept arms other 
assistance only its own terms. What- 
ever the United States any other 
does does not must in- 
fluence the situation Cuba; the 
United States could remove its influ- 
only disappearing. Some forms 
are nothing more 
than acquiescence someone else’s 
and some forms ‘in- 
are wrong and futile 
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that they amount their practical 
effect non-intervention.” (p. 77) 


Throughout, Draper’s documentation 
impressive and his conclusions com- 


pelling. 


One new book 

enough warrant consideration be- 
fore returning our magazine article 
survey. 
Robert Smith THE UNITED STATES 
AND CUBA: BUSINESS AND DIPLOMACY, 
1917-1960 (Bookman Associates, 
$5.00) finds too many the recent 
works stressing only the political side 
foreign policy and rigidly segregat- 
ing from the economic. states 
the preface, 


“This study designed develop 
the economic aspects Cuban-Amer- 
ican relations, and show their rela- 
tionship diplomacy. these times 
seem emerge dominant elements, 
only because the State Department 
documents lead the way. Economic 
motives and pressures are not the only 
elements the story, and there 
nothing deterministic about the role 
business diplomacy. Diplomatic 
historians, however, have overdone the 
foreign policy. have chosen ap- 
proach the subject from the standpoint 
the market place and the political 
arena.” (p. 10) 


There ample proof that Dr. Smith, 
history professor Texas Lutheran 
College, has indeed made use ma- 
terial from the State Department 
archives. quotes, for example, from 
some Department State memoranda 
used the basis Stimson speech 
1930: 


the policy Wash- 
ington and the personality states- 
men, the operations such enterprises 
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cooperatives “is exciting and, 
places, great writing for those who 
care what happens America and 
the world, economically, politically, 
and morally.” BARNARD, 
Chicago Sun-Times. $4.75 


COLLECTIVE 
BARGAINING THE 
FEDERAL CIVIL SERVICE 


Hart. This fact-filled 
discussion analyzes the traditional 
role the U.S. Civil Service 
employer and explores its possible 
role participant the contro- 
versial area collective bargaining. 
—O. GLENN STAHL, co-author, Pub- 
lic Personnel Administration. $6.50 


THE DYNAMICS 
PERSONAL EFFICIENCY 


Guides for the Fuller Use Your 
Capacities for Getting Things Done 


practical terms the authors 
Increasing Personal Efficiency 
tell detail how perform per- 
sonal and office jobs more efficiently 
with better results pleasure, 
health, productiveness profit. 
The book sets forth principles based 
findings from such new disci- 
plines biody- 
namics and homokinetics. 
trated with diagrams. $4.95 


LABOR’S GRASS ROOTS 
Study the Local Union 


JACK BARBASH. comprehensive 
picture the its power strug- 
gles, politics, organization, and day- 
to-day activity the factory and 
meeting hall. Makes specific recom- 
mendations how labor the 
“grass can become more 
democratic and more effective. 
first-rate $4.95 


LABOR-MANAGEMENT 
CONTRACTS WORK 


Morris STONE. “In one volume 
the country’s leading labor arbitra- 
tors ten the most critical areas 
employer-employee relations... 
Mr. Stone has done excellent 
service for all us.” THOMAS 
KENNEDY, Harvard Graduate School 
Business Administration. $5.50 
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William Baxter, HOW MAKE 
MONEY THAT YOU CAN KEEP (Inter- 
Econ. Res. Bur.) 


William Casey, TRUST MANUAL AND 
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YOUR MEMORY (Sterling) 


Gabriel, TECHNIQUES CREA- 
TIVE 
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DEVELOPMENT CREATIVE CAPAC- 
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Peter Hilton, HANDBOOK NEW PROD- 
UCT DEVELOPMENT (Prentice) 


the United Fruit Company the 
several American oil companies create 
independent political interests the 
territories subject their economic 
which 
often determine official policy both 


operations, supplement and 
Washington and the various Latin 


American (p. 


Smith sees this attitude natural 
country like the United States where 
private business enterprises are ma- 
jor concern the nation, and where 
almost all the citizens are connected 
with some aspect that economic sys- 
tem. Nor does see due simply 
business pressure. This does exist, but 
often business interests conflict with 
each other. Principally, though, gov- 
ernment officials share the economic 
views certain groups and shape such 
policies without undue pressure. 
fact, some the officials have been 
business before entering government 
service, and others have social and 
educational ties with business leaders. 
Nor does see anything wrong 
America’s having overseas business in- 
terests. large industrial nation 
have alternative. And fact 
these interests often play valuable 
role the economy other areas. But 
cannot afford overlook the point 
that conflict will develop between eco- 
nomic interests and the national ideal 
self-determination. Too often 
tend opt for the status quo without 
trying formulate alternative policies 
that the long run will more 
our advantage. 

just such conflict that Smith re- 
ports throughout his book, starting 
with the Platt Amendment 1898 and 
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dicate Books, 350 Broadway, 
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ending with Castro. light the con- 
cepts international morality 1961, 
most makes fairly sad reading. If, 
for example, were read the terms 
the Platt Amendment between 
the Soviet Union and Afghanistan 
1961, instead between the United 
States and Cuba 1898, might 
better understand the Cuban revolu- 
tionaries. put more concretely, 
suppose the Soviet Union imposed 
treaty upon Afghanistan which stated: 
(1) that the Soviet Union could ap- 
prove the Afghanistan national bud- 
get; (2) that the Soviet Union 
granted the right intervene for the 
preservation 
pendence and the maintenance 
government adequate the protec- 
tion life, property, and individual 
liberty; (3) that all Soviet Union acts 
Afghanistan during its military oc- 
cupancy there ratified 
tected; and (4) that the Soviet Union 
have the right lease any land neces- 
sary for military establishments pro- 
tect that independence. would 
among the first assert that Afghanis- 
tan was new Russian satellite. (In- 
deed, “protectorate” long ago became 
synonymous with “colony.”) must 
reluctantly recognize the similarity be- 
tween this hypothetical situation and 
the U.S.-Cuba relationship under the 
Platt Amendment. 

From 1898 World War II, the 
United States applied the Platt 
Amendment and its terms very con- 
sistently, backing them where nec- 
essary with U.S. Marines. What 
consistently protected, moreover, were 
not the interests the Cuban people, 
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Stat 
sym 
gral 
but our own economic interests that The 
island. Since the climate world opin- prol 
ion somewhat different 1960 than our 
was 1900, tend deny the poli 
hard facts doctor them sophis- Stat 
tical rationalization instead facing whe 
them and going from there. The tera 
future international business itself 
will depend upon adjustment just 
such hard facts rather than wishful tecti 
thinking. Our marketers abroad are dem 
going have continue face ac- 
cumulated ill will due the former aste 
excesses our extractive industries 
abroad. 
national business history, Smith states: 
fluer 
“In the long-range perspective part 
United States policy the emphasis has with 
been placed order, stability, and 
the protection American interests. writ 
This has meant that the United States 
has generally opposed sweeping 
nomic reforms, and Cuban nationalism 
—except that the Machado and 
Batista variety. From the 
the present, the United States has sup- The 
ported the conservative upper classes 
and their American allies. The history the 
Cuban-American relations testifies 
the consistency this policy. this 
can foreign policy. The United States the 
stress order and the protection the 
American interests has been part uted 
larger world-view held statesmen unde: 
nothing wrong with 
abroad, but our push into ‘new fron- 
tiers’ have all too often believed The 
that our interests were synonymous 
with what was best for other countries. 


BUSINESS 


This helps explain why the United 
States has many cases been un- 
sympathetic the nationalistic pro- 
Their attempts solve their peculiar 
problems have often conflicted with 
our definition correct economic and 
political practices. Thus, the United 
States has tended oppose change 
when seemed threaten some al- 
teration American economic inter- 
definition order, stability, and pro- 
tection American interests, and 
demand that these struggling nations 
conform our policy court dis- 
aster the cold war.” (pp. 183-85) 


His solution gives his preface: 


fluence will involve sacrifices the 
part all Americans: businessmen 
with overseas interests and average 
citizens. Admiral Hyman Rickover has 
written: ‘No democratic nation can 
successfully pursue its international 
objectives unless its people are willing 
subordinate private interest na- 
tional interest all areas where the 
country’s world position stake.’ 
The future freedom stake 
the underdeveloped nations today, and 
the national interest will require such 
subordination private interests. 
this study seems critical the policy 
the United States, only because 
the exaltation private interests 
the past has some measure contrib- 
uted the crisis freedom the 


underdeveloped areas the world.” 


This book serves useful purpose. 
The age-old appeal the Cinderella 
‘tory goes far explain the Castro 
magic much Latin America. Who 


help rejoicing when the poor 
slavey makes the ball despite all the 
efforts wicked stepmother and 
stepsisters? least this how seems 
the have-nots. Smith, while not 
rationalizing the stepmother’s favor, 
does manage show her somewhat 
creature her age, more myopic 
than 


Richard Rosecrance “Cate- 
gories, Concepts, and Reasoning the 
Study International Relations” 
the July, 1961 issue Behavioral 
Science argues for entirely different 
approach toward the study inter- 
national relations. says that instead 
trying bring everlasting order out 
chaos, might better delineate 
the conditions chaos itself, using 
precise conceptual tools. him, such 
tools are better and more precise def- 
initions. says: 


“Protean terms make investigation dif- 
ficult; must always sure what 
sense are using, and must make 
sure that arguments which formu- 
late terms the single use term 
are not extended second use with- 
out careful reinvestigation. Where 
there shifting balance concept 
and reality, the invitation inconsis- 


the October Current the following 
articles are summarized: The U.S., Cuba, 
and Latin America Jaimé Benitez, 
Chancellor the University Puerto 
Rico (Fund for the Republic); Plan 
for Revolution Latin America” Peter 
Drucker Magazine, July, 1961); 
“The Land Reform Issue Latin Amer- 
ica” Thomas Carroll (Latin Amer- 
ican Issues, Twentieth Century Fund); 
and “Castro and the Communists” 
Ernst Halperin (The New Republic, Aug. 
21, 1961). The Economist (April 22, 
1961, pp. 319-40) ran excellent sec- 
tion entitled “Latin American Future.” 


tency difficult resist.” (pp. 230- 
31) 


illustrates this means the 
term “power,” which feels integral 
international relations, but which 
most useless for close reasoning. 
suggests that narrow operational def- 
initions would facilitate our under- 
standing the international world and 
that only recurrent attending the 
empirical can offset the excess 
theory. satisfactory balance between 
what conceptual and what con- 
crete must established. This article 
the author’s forthcoming Empirical 
Systems International Relations. 


Paradoxically, the same time that 
Rosecrance advocating change 
the study international relations 
from large-scale theories particulars, 
Sydney and Beatrice Rome 
the April issue Behavioral Science 
are starting series investigations 
into large social groups, which they 
call Leviathan Studies. This at- 
tempt build some small-group analy- 
sis into the kind group theory that 
will applicable the working 
complex organization. (This size, 
even so, far from that inter- 
national organization, which stretches 
the concept “complex” almost out 
reason.) The article entitled 
“The Leviathan Technique for Large- 
Group Analysis” and described 
interim report. Starting with the 
assumption that large groups are func- 
tionally and structurally different from 
face-to-face groups, and that present 
mathematical formulations social 
processes are inadequate provide 
analytic predictive control over such 
multilevel processes, the authors spell 
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out their intention develop new 
technique. 


“This technique combines two facets, 
first, hypothetico-deductive formu- 
lation terms general rules, and 
second, logical, analogue simulation 
large digital computing machine. 
the computer can obtain precise 
systemic consequences various con- 
stellations general social rules. 
the remainder the present paper, 
shall describe broad aspects our 
computer formulations.” (p. 149) 


After describing the computer formu- 
lations, they state that they expect 
have facilities for introducing perhaps 
eight more live decision-makers, 
who will actively intervene with the 
computers the roles intermediate 
executives top management while 
their experiments are performed. They 
discuss briefly the problems involved 
and their hopeful solutions. 


Also the July issue Behavioral 
Science, Richard Meier Michi- 
gan’s Mental Health Research Institute 
continues his series called “Explora- 
tions the Realm Organization 
Theory.” This particular study, the 
fourth, called “The Simulation 
Social Organization.” starts dis- 
cussing the difficulty simulation 
this sort—the construction system 
that closely approximates what has 
been observed the real world. The 
process somewhat like the situation 
bacterium making observations 
about the surrounding tissue. Meier re- 
marks the fantastic output mono- 
graphs and books 
theory general and says that 
worth while this time undertake 
some kind elimination contest. 
says that intends select those 
studies concerned with principles that 


can used for further exploration 
with simulation, that can devel- 
oped, and that show implications 
action not really taken the time that 
the case was observed. considers 
several recent books the field and 
finds especially noteworthy 1959 col- 
lection studies entitled Comparative 
Thompson and others (University 
Pittsburgh), monograph 1960 en- 
titled Organizational Systems and En- 
(Harvard Graduate School Busi- 
ness Administration), and good, 
slightly outdated, review the litera- 
ture entitled Leadership, Psychology, 
and Organizational Behavior 
Bass (Harper, 1960). His general com- 
ment this: 


“The ‘organization’ all these studies, 
however, remains simply the level 
relationships between the leaders 
and the led, and those discovered 
among the led the various situations 
that they may find themselves. The 
upper reaches hierarchy are never 
probed.” (p. 237) 


far the establishing system 
concerned, gives his highest 
praise article John Kennedy 
called Labora- 
tory for Research Cultural Change” 
Research 
(Dorsey Press, 1960). mentions 
also the book Management Organiza- 
tion and the Computer edited 
Schultz and Whisler (Free Press, 
1960), which makes the startling pre- 
diction that within two decades com- 
puters should have enough capacity 
take over the duties most middle- 
level and higher executives, 
though the costs would fairly high 
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and would undertaken only those 
instances where executives could not 
obtained more cheaply. There 
some evidence, however, stubbom 
resistance the rest the organiza- 
tion toward electronic executives, 
seems think highly the article 
“Simulation Individual and Group 
Simon American Economic 
Review, December, 1960, pp. 920-32. 
calls the review management 
man, “The Role Management 
Games Education and 
Management Science, January, 
pp. 131-66, landmark, 
cludes his article advocating 
tion exercises for secondary schools. 
says, 


“Little else high school curriculum 
quality game resembling closely some 
feature the real world. Thus 
tery simulations required whose 
characteristics are distributed 
ing two known 
pirical detail and degree abstraction 
achievable.” (p. 246) 


Meier also makes 
for such simulation—what 
subcomputer-size simulation: the 
structure language and the theory 
the firm, the synthesis 
ized networks, the reproduction 
history (that is, significant eras 
tory could replayed), such pub- 
lic service operations school 
istration, libraries, and community 
administrations, and even studies 
ecology. result, says first 
would valuable for the 
ment talent and basis for 
cupational counseling, and second. 
that experience college and high 
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school students with different kinds 
institutional prototypes should enable 
them form and adjust such organ- 
general would increase the adaptive 
capacity our social system. Our sys- 
tem would able meet wider 
range exigencies and react with 
somewhat less confusion and delay 
than present. 


One criticism the field general, 
that is, the repertoire simulations 
involving human participations that 
have been developed date, that 
finds too few formulations that 
dramatize and encapsulate situations 
where the players are expected dis- 
cover the public interest and act 
ways that will maximize it. This re- 
Wiener the second edition his 
book Cybernetics which com- 
pares computers such workers 
magic appear the 
Apprentice” and the fable “The 
Monkey’s Paw” Jacobs: 


all these stories the point that 
the agencies magic 
minded; and that ask for boon 
from them must ask for what 
teally want and not for what think 
want. The new and real 
agencies the learning machine are 
also literal-minded. program 
machine for winning war, must 
think well what mean winning. 
“We cannot expect the machine fol- 
low those prejudices and emo- 
tional compromises which en- 
able ourselves call destruction 
the name victory. ask for 
tory and not know what mean 
it, shall find the ghost (like the 
ghost the lost son the 
tale) knocking our door.” 


This quotation cited page 
the December, 1961 issue The 
American Behavioral Scientist, that 
magazine’s extremely useful section 
called “New Studies Behavioral 
Science and Public Policy,” excel- 
lent annotated selection items from 
250 journals and reviews and from an- 
nouncements and review copies 
books recently published. Items 
special interest are boxed. One the 
boxed items the December issue 
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Dubos’ book The Dreams Reason: 
Science and Utopias (Columbia) 
exemplifies the remark 
Renan that “everything becomes great 
literature when done with talent.” 
Based upon series lectures given 
Brookhaven honor the physi- 
cist George Pegram, this book 
the eminent microbiologist both 
wise and warm one, and curiously 
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Spencer and others, BUSINESS 
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CONTRACTS (Harper) 
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Wallace, MANAGEMENT INFLU- 
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ESSING (Harvard) 
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heartening despite its debunking the 
popular utopias expected science. 


takes great pains, however, 
point out that although demurs 
from unlimited confidence the 
power science, neither can sub- 
scribe the idea the bankruptcy 
science. The general object the 
Pegram lectures pursue the social 
and humanistic implications science 
investigate just how science can 
contribute the enlightenment and 
service mankind. 


The title and theme the book 
come from sentence Goya’s, “The 
dreams reason can produce mon- 
sters.” consideration the 400th 
anniversary Francis Bacon’s birth, 
Dubos commences his essay with the 
description Bacon’s unique position 
the scientific revolution—unique, 
Dubos says, because his influence was 
exerted through words rather than 
deeds. “He did not add knowledge, 
but became the prophet scientific 
19) This was due 
principally Bacon’s insistence that 
scientific scholarship was useful only 
insofar contributed factual 
knowledge and the improvement 
the human condition. quotes 
Bacon, ‘Knowledge, that tendeth but 
which for pleasure, and not for fruit 
cludes, “Bacon’s significance history 
thus have blown the clarion call 
which awakened Europeans the fact 
that science could 
form society.” (p. 30) And Dubos’ 
View was Bacon who “certainly con- 
tributed the modern world its most 
characteristic aspect and its most last- 
ing illusion when created his utopia 
happiness based application 
knowledge.” (p. 39) 


this fostering the view that 
nature must studied not much 
and exploited man, Dubos points 
out that the main issue now for scien- 
tists and for society whole 
decide what among all the things 
that could and should done. Dubos 
probably his most devastating 
his chapter medical utopias, for 
his firm belief that although can 
control many the diseases that our 
ancestors took for granted, this does 
not prove that can control disease 
problems the future, even, for 
that matter, the present. Dubos says 
that each type society has diseases 
peculiar indeed, “each 
civilization creates its own diseases. 
Furthermore, there evidence that 
the techniques developed for dealing 
with the disease problems one gen- 
eration can cope with the problems 
another. Nature always strikes 
back. takes all the running can 
remain the same place.” (pp. 
and 72) reiterates, 


“To state bluntly once more, per- 
sonal view that the burden disease 
not likely decrease the future, 
whatever the progress medical re- 
search whatever the skill social 
organizations applying new dis- 
coveries. While methods control can 
and will found for almost any given 
pathological state, can take for 
granted that disease will change its 
manifestations according social cir- 
cumstances. Threats health are in- 
escapable accompaniments 
(p. 84) 


Dubos, health not much 
matter drugs discipline. Fur- 
thermore, sees only danger 


excessive striving for security and com- 
fort—a danger, that is, the survival 
qualities the race. What should 
concentrate on, says, developing 
our adaptive 


“The reason that know little 
about how make people develop 
their own adaptive powers 
modern civilization has not concerned 
itself with this problem. Everywhere 
the world, and the United States 
particular, the trend has been to- 
ward controlling and modifying the 
external enviroment for the sake 
human comfort, with total elimination 
anything, train the body and soul 
resist strains and stresses. But 
devote enormous amount skill 
and foresight conditioning our 
houses against heat and cold, avoiding 
contacts with germs, making food 
available all hours the day, multi- 
plying labor-saving devices, minimiz- 
ing the effort learning, and dulling 
even the slightest pain with drugs. 
Needless say, not advocating 
retreat from these practices which 
have made life much easier although 
not necessarily very much happier. 
But would urge that emphasize 
more than now another ap- 
proach dealing with the external 
world—namely, the cultivation the 
resources human nature which 
makes man potentially adaptable 


wide range living conditions.” (pp 
91-92) 


discussing the “illusions under- 
standing,” Dubos casts some doubts 
the efficacy depending analytical 
breakdowns into simpler and simpler 
components, instead more synthet- 
approach. discussing such studies 
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TER ACTION: INTELLIGENCE FAC- 
TORS FOREIGN RELATIONS (Rut- 
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ALLIANCE (Praeger) 
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INTEGRATION (North- 
western 

Wilcox and Field Haviland, 
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(Johns Hopkins) 


Williamson, BIOLOGICAL FORCES 
WORLD (Pub. Affairs Pr.) 


the biological sciences, for example, 
says, 


“As contrast the unphilosophical 
endless accretion ‘scientific’ facts 
concerning living matter, stimulat- 
ing rediscover Aristotle’s writings 
the entrancing throb life. 

“For those who believe that scien- 
tific biology synonymous with the 
more and more refined study well- 
defined, isolated reactions, chas- 
tening remember that the greatest 


reached this analytical method.” 
(p. 116) 


was referring here the Darwin- 
ian concept evolution, which saw 
inspired guess based sort 
Gestalt awareness complex rela- 
tionships natural situations. Like 
many biologists was led this view 
especially because, says, 


“Life more than self-replication 
nucleic acid and protein molecules, 
supplemented now and then few 
mutational changes. more than the 
utilization chemical energy for the 
synthesis and turnover organic 
materials. Life creative process 
elaborating and maintaining order out 
the randomness matter, endlessly 
generating new and unexpected struc- 
tures and properties building 
associations which qualitatively tran- 
scend their constituent parts.” 
119-20) 


repeats that return the 
Aristotelian philosophy will enlarge 
the scope the biological sciences: 
the living organism cannot under- 
stood except organized pattern 
responses the environment. And 
repeats also that progress science 
not made analytical 
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knowledge, but imaginative specu- 
lations the mind, after which comes 
the analytic verification. not only 
advocates return Aristotle but 
realization that ancient myths and 
literary images are meaningful that 
they symbolize problems crucial for 
mankind that remain unsolved. Ana- 
lytical techniques notwithstanding, 
such are precisely the problems upon 
which most modern scientific investi- 
gation focuses. For example: the 
cosmos made rays particles? What 
the nature life the universe, 
where lifelessness the rule and life 
the puzzling exception? And man 
different qualitatively from the rest 
the living world only higher speci- 
men its evolution? fact, Dubos 
sees the history science con- 
tinuing debate between what calls 
the proponents the continuum and 
the atomicists, the first starting with 
Heraclitus and the second with Democ- 
ritus. And concludes this remark- 
able chapter with the statement that 
because ordinary language vague, 
evolving does immediate con- 
nection with reality, 


common language may more 
adaptable the expansion 
edge than our precise scientific terms 
which correspond limited and se- 
lected groups phenomena rather 
than reality whole. Further- 
more, human thought evolved direct 
associations with nature. Our thought 
are based not much re- 
cently evidence per- 
ceptions long experienced and facts 
known which may have 
enced the formation human intel- 
lect. Indeed, the astonishing ability 
the human brain guess certain work- 
ings the universe suggests that, 


limited measure least, the brain mir- 
rors some its very patterns. this 
light, becomes less surprising that 
ancient philosophers perceived the 
central core many the problems 
modern science and that their formu- 
lation these problems presents great 
similarities our own. The search for 
viable truths and all the other worldly 
preoccupations science are but part 
the high tradition religion and 
philosophy from whence most 
edge originally sprang.” (pp. 127-28) 


for the scientist himself, Dubos 
feels that despite the influence 
Bacon, really betraying public 
trust succumbing the idea that 
all scientific discoveries must eventu- 
ally prove practical use. says, 
“Scientists, like other men, win esteem 
and contribute happiness more ef- 
fectively the exercise wisdom 
than the practice power.” (p. 
156) And concludes that long be- 
fore Bacon and his theory science 
servant society, the original 
function the scientist was that 
high priest pure knowledge, with 
ancient claims that must honored. 
the other hand, finds that the 
learned ignoramus found among scien- 
tists also familiar type the hu- 
manities, and that not only the 
scientist who needs relate his under- 
needs relate his field, that is, his- 
torical development, emphasize its 
bearing the future, and recog- 
nize its relevance other human in- 
terests. concludes that man cannot 
achieve mastery over nature the 
mere exercise reason. Determined 
man his own assumptions, the 
facts revealed him are limited 
the range his reason. 


“The perceptions the scientist are 
the contacts through which his cre- 
ative power kept alive and healthy. 
They provide the substantial food 
which generates deeper kind ob- 
jectivity, more true fundamentally 
than factual evidence. Deprived 
this human quality, reason tends 
spin cobwebs, create nightmares 
that alienate science from man... 
Science like revelation that enlarges 
awareness sharpening and extend- 
ing the direct perceptions from which 
philosophy originated.” (pp. 166-67) 


the authors covered above 
tilts with stereotyped approaches 
current problems. 

making this protest most explicit 
and articulate, Dubos’ book reminds 
the Sphinx and her riddle 
Oedipus. Perhaps the Greek audiences 
knew that when Oedipus answered the 
riddle (What walks four feet the 
morning, two feet noon, and three 
feet the evening? Answer: man) and 
raised the plague from Thebes, the 
riddle was only superficially answered 
—that, fact, the real riddle was, 
“What And with the symbolic 
fall Oedipus himself, the real extent 
the “plague” was revealed. Dubos 
seems saying that until man 
really knows himself—body, mind, and 
environment—he has little hope rais- 
ing the plague and ushering any 


Dubos has excellent article the 
fiftieth anniversary issue The Yale Re- 
view (August, 1961), which will dis- 
cuss the context the entire anniver- 
sary issue—an unusually fine collection 
articles, together with the Daedalus issue 
(Fall, 1961) “Excellence and Leader- 
ship Democracy the next “Book 
Notes.” 
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Another way copper from Anaconda helping 
cut the cost getting electricity the job 


big heavy-current motors that travel 
moving cranes, ore bridges, monorails. 
use where high amperage 
pounds per yard have carried the 
Then came extruded aluminum 


rails that were lighter and easier in- 
stall. But aluminum would wear and 
pit from friction the current collec- 
tors unless protected grease. Fur- 
thermore, unprotected aluminum rails 
not used for while acquire oxide 
coating that electrical insulator. 

ingenious solution that cuts costs 
all around involves happy wedding 
steel and copper. The compact little 
manufactured the Ringsdorff Car- 
bon Corp., shown have current- 
carrying heads extruded Anaconda 
copper. Because copper conducts elec- 
tricity better than any other commercial 
metal, the rails take very little space. 
The steel portion provides the strength 
needed and makes installation easy. 
The best part that the graphite 
used the sliding current collectors 


has affinity for copper, lubricating 
and protecting goes. This cuts the 
cost maintaining the system. Wear 
the copper negligible and carbon 
shoes need replacement only every one 
three years. 

This use copper, industrial winner 
the 1961 Annual Copper and Brass 
Achievement Awards, 
other way copper from Anaconda 
helping industry things better and 
lower cost. Whether the problem 
get electric power from substation 
power plant the heart city 
Anaconda, through 
Anaconda American Brass Co., and 
Anaconda Wire and Cable Co., con- 
stantly working with industry find 
new solutions help provide more 
value for less money. 


Subsidiaries Anaconda Manufacture: Copper and aluminum electrical 


wires, cables and accessories; Aluminum ingot, sheet, plate, plain and lami- 
nated foil, rigid foil containers, restaurant and household foil wrap; Copper, 
Brass, and Bronze sheet, plate, strip, tube, pipe, rod, wire, forgings, extru- 
sions; fabricated metal products; flexible metal hose and tubing. 
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with pleasure that publish this special supple- 
ment Business Horizons. hope that will the 
first many special bonus issues dealing with activities 
and topics particular interest our subscribers. These 
issues are, course, complimentary our regular sub- 
scribers. 

This first special issue presents report the FIRST 
INTERNATIONAL SEMINAR MARKETING MANAGEMENT, 
which took place the Indiana University campus 
February. The purpose and background this conference 

difficult capture print the value and the 
content conference this kind. Much the benefit 
such meeting comes from personal association and 
discussion with the executives who attended. Yet 
feel that the content the conference sessions deserves 
wider audience, and this special issue attempt 
share the events and the content the seminar with our 
readers. 

Finally, word about the format this issue. should 
not regarded merely report proceedings. Each 
subject area has been presented the form best suited 
the material. Although some the authors have written 
formal articles, most have chosen present informal 
summaries their topics. hope that you will find this 
information both interesting and useful. 
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that are occurring today the 

study and practice marketing are both promis- 
ing and exciting. the United States, much new 
literature being produced that deals with the mar- 
keting management concept and with new tools for 
analyzing marketing problems. Interesting applica- 
tions are being developed from both the behavioral 
ciences and the formal studies quantitative 
analysis. the same time, are experiencing 
organizational changes brought about 
such movements decentralization and upgrad- 
ing the marketing function the firm; these 
developments are especially conspicuous Ameri- 
can industry. Europe, also, dynamic changes are 
occurring both institutions and practices. The 
dramatic development the supermarket, the 
growth formal marketing research, and added 
emphasis the study marketing are only few 
these changes. All this happening the new 
setting the common market and the free trade 
area, 

With this ferment marketing, not only the 
United States and Europe but other parts the 
world, understandable that attention should 
turn the exchange information concerning mar- 
keting practice, research methods, and research find- 
ings. Teams businessmen have traveled from 
the United States discuss marketing with their 
counterparts many European countries and 
study practices abroad. Likewise, several European 
executives have visited companies the United 
States with similar intentions. The European Pro- 
ductivity Agency has helped arrange for consulta- 
tions and study groups; although these have dealt 


ABOUT THE SEMINAR 


with many concepts business, great deal 
attention has been given marketing. 

Obviously, there existed need for interna- 
tional seminar marketing management, forum 
which leading marketing executives from many 
parts the world could join seminars share 
their knowledge and experience and formulate 
ideas for new ways marketing goods and serv- 
ices. The first such seminar was held the campus 
Indiana University February, 1961 under the 
cosponsorship the School Business Indiana 
University and the European Productivity Agency. 
Participants included twenty major executives from 
twelve countries Europe and top mar- 
keting executives from various industries the 
United States. This group was joined members 
the marketing faculty, who served seminar 
coordinators, and several other members the 
School Business. addition, nine professors and 
nineteen businessmen joined the group for brief 
periods and, either seminar leader con- 
sulting faculty member, contributed the discus- 
sion specifically assigned topics. 

The seminar centered upon study marketing 
management, not foreign trade. The first session 
was devoted problems organizing for market- 
ing, and was followed study markets, with 
attention both behavioral aspects and problems 
measurement and forecasting. One session was re- 
served for examining problems coordinating pro- 
duction marketing. The second week the semi- 
nar concentrated marketing strategy with careful 
consideration exchange the latest and most 
advanced thinking product development and 
adaptation, pricing, promotion, and channels and 
institutions. Special attention was given indus- 


trial marketing and selected problems import- 
ing and exporting. 

The composition the seminar group naturally 
contributed the breadth and international flavor 
much the discussion. Traditionally, students 
marketing the United States have been inclined 
study American practices and ignore what 
going other parts the world. The discus- 
sions the seminar clearly revealed many advanced 
ideas and practices other countries; indeed, 
some phases these activities, Americans appear 
followers rather than leaders. For example, 
Europeans have long been forced follow market- 
ing practices based upon concept marketing 
segmentation because the numerous European coun- 
tries, and themselves, form market segments 
for their products. Many these practices are 
adaptable the American scene. Conversely, with 
the advent the common market and the free trade 
area, the many practices suited mass markets 
the United States are becoming increasingly relevant 
and applicable Europe. 

addition the regular seminar sessions, the 
participants met several occasions for informal 
discussions, referred “fireside chats,” with 
number leading American businessmen. the 
opening evening, John Barr, Chairman the Board, 
Montgomery Ward Company, discussed “The 
Changing Nature Retailing.” second informal 
evening discussion was led Basil Walters, Editor 
the Chicago Daily News. Others included 
Tongue, Economist, Jewel Tea Company, who dis- 
Seares, who spoke “Developing Marketing Man- 
power”; and John Langum, who analyzed the 
balance payments problem. addition, His Ex- 


cellency Fernando Berckemeyer, Ambassador 
Peru, joined the seminar for luncheon and spoke 
the group that time. The Honorable Matthew 
Welsh, Governor the State Indiana, also 
attended one the closing sessions and discussed 
problems mutual interest. 


For the European participants, the seminar pro- 
gram included carefully planned schedule visits 
number American firms. The entire group 
held conferences and discussions with some the 
executives and leading officers the Chicago Board 
Trade, the Inland Steel Company, the Niel- 
sen Company, the Ford Motor Company, the Watch- 
makers Switzerland, Time-Life International, 
General Foods Corporation, Stewart Dougall Asso- 
ciates, and McGraw-Hill Publishing Company, Inc. 
each case, there was mutual exchange infor- 
mation common problems and marketing prac- 
tices. addition, each the European partici- 
pants followed private itinerary for several days 
and was enabled exchange views with company 
executives industries similar his own, 
companies with somewhat common problems 
product and general distribution methods. 

the close the seminar, the participants or- 
ganized International Marketing Council. Pro- 
cedures were established for exchange informa- 
tion regular and permanent basis and for 
future meetings. Thus, the seminar served 
starting point for long-range program study 
for members the group. 
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RESIDENT WELLS, Members the Faculty, 
Ladies and Gentlemen: 


There have been many occasions when have had 
the opportunity here Indiana University 
talk European economic affairs, but none has 
been quite special today. 

feel, fact, that the seminar are inaugurat- 
ing occasion for special rejoicing that 
represents landmark: point arrival and 
point departure. And this not only for the or- 
ganization which have the honor represent, but 
for the countries, the nationals which are gather- 
here today. This event point arrival be- 
cause undeniable fact that, after decade 
economic cooperation, Europe today fully re- 
covered, indeed economically stronger than has 
ever been before. The realization this fact, and 
the realization that economic recovery carries with 
responsibilities well advantages, the point 
departure for the work which lies ahead 
the sixties. 

The Organisation for European Economic Co-op- 
eration has been the central coordinating body 
which much credit due for European recovery. 
Its task now accomplished and are undergoing 
reorganization, which will culminate new 
Atlantic rather than European body, geared the 
problems which face this free, democratic Western 
world which all belong. 


The new Organisation for Economic Co-operation 


OPENING ADDRESS 


and Development, with full United States and Ca- 
nadian membership, now being born. will 
longer question transferring American tech- 
nological advances Europe, but rather creat- 
ing common pool knowledge from which all the 
partners this Western endeavor can benefit. 

This seminar represents the first such new 
activities. brings together students market 
economy from thirteen the member countries, 
that they may exchange their knowledge, consult 
the present situation, and study what trends 
and possible action are foreseeable for the future. 
consider highly appropriate that the first 
such joint Western seminars should held Indi- 
ana University. This institution has played such 
great role the past and has generously helped 
Europe the development its new management 
during the decade reconstruction that seems 
fitting, not only virtue the past but augury 
for the future, that chosen inaugurate this 
new program. 

gives great pleasure, therefore, pay trib- 
ute Indiana University and, the same time, 
declare open the First International Seminar 
Marketing Management. 


OTTINO CARACCIOLO FORINO 


Head, Organisation for European 
Economic Co-operation, 
European Productivity Agency Mission 
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FACTORS THAT SHAPE 
THE ORGANIZATION 


WENDELL SMITH 


SINCE two enterprises have the same, 
even very similar, marketing tasks per- 
form, would sheer coincidence any 
one marketing organizational structure 
proved the most suitable for more than one 
business. This paper will discuss some the 
marketing factors and circumstances that 
determine what needed organizationally 
establish total effective marketing and 
achieve volume and profit goals. 


Marketing considerations are fundamental 
virtually all decisions regarding business 


This article has been adapted for seminar purposes from 
material appearing Wendell Smith, Role Marketing 
Business Horizons, (Fall, 1959), 53-57. 


plans and policies. Investment and capital 
budgeting decisions revert the kinds 
facilities needed supply the markets 
the future. Personnel recruitment and train- 
ing are preparation for the tasks that the 
customer needs tomorrow will impose. 
Budgets for technical research and develop- 
ment will devoted increasingly product 
ideas that afford evidence promising mar- 
kets. This central role means that market- 
ing plans and programs must include more 
the quantitative and precise detail com- 
mon areas such accounting. 


The facts and insights provided quan- 
titative marketing research and sales analy- 
sis not offer automated even mecha- 
nized marketing management. They serve, 
however, limit the uncertainty with which 
executives must grapple. Decision-making 
time can then concentrated upon resolving 
key issues; not dissipated over broad 
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areas because lack information 
what the key issues and action alternatives 
really are. 

One might well ask, that scien- 
tific marketing came the fore much later 
than scientific management the area 
Many reasons could given, 
but the most important found our 
shift from economy scarcity, dur- 
ing which production considerations were 
stressed, economy relative abun- 
dance, which tends bring market and sales 
considerations the foreground and into 
proper perspective. seems clear, then, that 
the rational approach marketing manage- 
ment one which effective use made 
the following: (1) forecasts, and plans and 
programs designed chart the future course 
business; (2) check-points means 
which marketing operations can con- 
trolled; (3) established criteria yardsticks 
means which marketing results and 
man power can evaluated the appropri- 
ate times. 


Marketing research and 
niques and procedures can applied al- 
most every phase the business operation. 
They have been used successfully con- 
nection with problems ranging from capital 
budgeting and financial planning the one 
hand, provision rational basis for the 
deployment and use sales man power and 
determination advertising requirements 
the other. Much time could devoted 
detailed discussion the diverse applica- 
tions the art; however, emphasis should 
put the three primary functions 
planning, operational control, and evaluation 
marketing and sales results. should also 
like suggest what organization de- 
signed provide rational approach these 
functions holds for the future marketing 
and sales management. 


effective marketing organization 
oriented toward planning for the future, con- 
operations the present, and evalu- 
ating what has transpired the immediate 
past. 


SEMINAR INTERNATIONAL MARKETING 


THE ORGANIZATION 


Planning 


Marketing planning, its initial phases, 
draws heavily industry and company rec- 
ords and other sources internal data. 
past procedures are continued, the latter 
sources data can analyzed indicate 
marketing performance the year ahead. 
These preliminary projections are then ad- 
justed for expected changes economic 
activity, product line, product design, 
other company actions that will affect mar- 
keting and sales. 

Such adjusted forecasts are then ready 
for discussion and review. may simply 
accept the marketing results indicated 
our goals and request budgets for the time, 
money, effort for their 
achievement. More frequently, however, the 
reaction will be, “Surely can better 
than that,” and series discussions will 
get underway what can done sharp- 
the marketing effort order make 
forecast improved performance feasible. 
Fully developed marketing plans, then, which 
include realistic estimates sales perform- 
ance, furnish important guides for the plan- 
ning the production and financial aspects 
the business. 


necessary 


Estimating the results marketing new 
products creates special problems 
ning. Frequently these problems 
partly solved through analysis marketing 
information contained government reports 
and trade association publications. other 
instances, specially designed field projects 
must initiated. 


The end product marketing planning, 
course, detailed blueprint the mar- 
keting actions taken during the period 
covered the plan. Such blueprint will 
include specifications product line, plans 
and schedules for advertising and sales pro- 
motion, well strategies, plans, and pro- 
grams for the use the company’s sales 
force. truly flight plan designed 
meet advance the thunderstorms and 
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cross-winds that may encountered along 
the way. Its objective minimize the 
crises and waste that are common where 
marketing not planned and save the 
panic button for real emergencies over which 
have control. 


Operational Control 


The marketing plan will incomplete 
fails specify bench marks expected 
performance against which actual perform- 
ance can checked specified times. Just 
the aircraft pilot periodically checks back 
with flight control, marketing personnel 
must check their progress against the plan 
the “par” that has been established. De- 
viations from planned performance (quotas) 
may indicate that someone falling down 
the job that predetermined plans are 
now unrealistic terms changed condi- 
tions. the latter turns out the case, 
plans must revised. One may very well 
ask, the good having plans 
they are constantly being revised?” 
fact that developments” revis- 
ing plans results more successful and ra- 
tional adjustment changed conditions than 
true the business that not planned 
ahead and thus constantly “flying the 
seat its pants.” 


+ 


Evaluation 


the close each month and greater 
detail the close each quarter the 
business year, desirable compare the 
marketing results with the goals that were 
set the marketing plan. This procedure 
allows consideration basic points em- 
phasis connection with future operations. 
Evaluation this sort, course, done 
almost all business organizations; but 
those that not have marketing plans and 
continuing analysis marketing activity, 
the standards criteria against which per- 
formance evaluated are vague and based 
largely judgment. Only objectives have 
been clearly defined can determined 
whether not those objectives have been 


achieved. This true the marketing pro- 
gram whole and also for its important 
elements such advertising and personal 
selling. 


INTERACTION 


There little argument among sales and 
marketing managers the general desira- 
bility engaging planning, control, and 
evaluation sales and marketing activities. 
However, not generally recognized that 
just dangerous plan, control, and 
together with these functions. These three 
closely interrelated concepts imply the need 
for rational approach they are suc- 
cessful. plan based upon hope alone 
often worse than plan all, because 
others often take plans seriously 
for budgeting and production planning. 

The almost complete interdependence 
successful planning, operational control, and 
evaluation not generally understood. Plans 
are little value unless they become the 
basis for controlling operations and evaluat- 
ing results. Effective control operations 
impossible without the bench marks that 
can provided the plan, and control 
weakened unless understood that will 
followed evaluation results terms 
both programs and the performance 
people. Similarly, evaluation futile, fact 
impossible, unless control records over peri- 
time are available for evaluation 
against the performance objectives defined 
the plan. 


Once the sales marketing manager be- 
comes convinced that planning, control, and 
evaluation are tools that make possible for 
him utilize his creativity and imagination 
more fully, benefits from the rational ap- 
proach. First, and perhaps most important, 
rationality (in area the business often 
thought carry aura mystery and 
hucksterism) goes long way toward secur- 
ing for marketing management place 
the conference table where over-all, com- 


pany-level policies are being made. For many 
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years, complained vociferously that top 
managements were production oriented 
their thinking, and result the leader- 
ship that could provided people 
marketing was going unused. Today, how- 
ever, most successful top managements are 
market oriented. The doors executive com- 
mittee and board rooms are open market- 
ing and sales executives who can back 
their judgments with facts and analysis, 
rather than resting their case upon intui- 
tive the market” the opinion the 
last distributor they happened talk to. 


SETTING OBJECTIVES 


Much has been said about the sequence 
steps involved the developinent sound 
marketing plans. The first step usually 
identified the determination goals 
the marketing action that being planned. 
This step presupposes, course, that the 
firm division has its possession the re- 
sults careful audit review its pres- 
ent position foundation upon which 
determine realistic goals. the firm not 
fully aware the “characteristics” the 
launching pad from which planning 
get into orbit, such planning analysis must 
precede the process goal definition. 


Those experienced the planning mar- 
keting activities tend approach the finaliz- 
ing goals cautiously and often come 
regard alternative sets goals somewhat 
the light hypotheses tested, with 
the selection the appropriate alternative 
important product the planning op- 
eration. This true because the feasibility 
goal can evaluated best careful 
consideration the plan action necessary 
for its achievement. this exploratory, 
perhaps experimental, stage the planning 
process that considerations marketing 
strategy begin play their part the de- 
velopment the final plan action with 
timetables, budgets, campaigns, 
ules for the distribution personnel. These 
products the planners’ art become the 
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specifications within which advertising, sales 
promotion, and sales management use the 
marketing tools that they administer with 
skill and precision produce the planned 
objective. The marketing plan embraces 
specifications for all selling activities ele- 
ments the planned marketing mix. 


MARKETING STRATEGY 


Marketing strategy, however one defines it, 
primarily concerned with the creative 
elements goal-directed marketing plan. 
describes the way the firm division 
plans get from where where 
wants be. Marketing strategy, then, be- 
comes the factor that integrates and co- 
ordinates the many and diverse tactics 
stipulated the marketing plan itself. 
While marketing strategies are inherently 
creative, genius not needed conceive 
and develop them. fact, orderly method 
developing strategic concepts one the 
most basic aspects total marketing. 
general, marketing strategies evolve from 
studying the firm itself, the competition, and 
the market. 

The generation marketing strategies 
begins essentially with careful review 
present position relation competition 
and the markets. Such analysis rather 
quickly reveals whether the strategy should 
essentially defensive—that is, designed 
compensate for and correct weaknesses 
the present operation—or offensive the 
sense leading plans designed capital- 
ize upon the relative strengths advan- 
tages the firm. defensive strategy 
might well one designed eliminate 
weakness, thereby increasing the profitabili- 
sive strategy often oriented toward in- 
creasing profits pumping additional prod- 
ucts into the market with disproportionately 
small increases total marketing costs. 

Many marketing strategies are developed 
with principal reference the present and 
future behavior competition. Again strat- 
egy may essentially defensive insofar 
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may influenced present expected 
competitive threats, may offensively 
directed points which competition 
expected become vulnerable. Such ele- 
ments are probably present most strategic 
concepts whether stated not. The most 
important and fundamental marketing 
strategies, however, are those that are re- 
lated directly the accomplishment 
goals that are defined terms the market 
itself. Solid knowledge the market the 
basis such strategies. 

Much time could spent elaboration 

the almost unlimited list market-based 
strategies that could developed and 
adopted guides the planning market- 
ing activities. Obviously, strategies gener- 
ated from market study must feasible 
view the characteristics the firm and 
the competition. Let look two examples 
the ways which market data may sug- 
gest orderly method approach strat- 
egy generation. 
First, analysis trends demand for 
present products services fundamental. 
unfavorable trend demand suggests 
choice between strategy designed re- 
verse the trend one accept and adjust 
this development. favorable trend sug- 
gests choice strategies concerned with 
how the firm can profit most from this hap- 
state affairs without overextending 
producing imbalance. 

Second, analysis market structure will 
reveal whether the market characterized 
homogeneity, situation where the re- 
quirements consumers users are very 
much the same, heterogeneity, where the 
varied individual requirements cause dis- 
satisfaction with limited proprietary 
offering. the first case, one would logically 
follow strategy designed make individ- 
ual market demands converge single 
product limited product line. This 
usually accomplished differentiating the 
product from competition through heavy 
advertising and promotion, and presenting 
hand, the structure the market 


characterized heterogeneity, the decision 
may accept this divergent demand 
market characteristic and adjust product 
lines and marketing strategy accordingly. 
This may result long line produc- 
tion-to-order situation. Whatever the choice, 
knowledge market structure essential 
strategy determination. 


SUMMARIZE, has been purpose here 
suggest, first, that the hard core the 
total marketing concept that attracting 
much attention today effective and 
scientific use market planning; second, 
that the first, and perhaps crucial, phase 
the planning process the generation 
marketing strategies strategic concepts 
that guide the specifics the planning oper- 
ation and offer the essential links between the 
present market and 
mined goal. Last, this creative component 
planning, marketing strategy, developed 
study the firm, competition, and 
market. 

Total marketing has five organizational 
implications: 
The position the marketing organiza- 
tion within the firm the division must 
provide for effective coordination the 
marketing planning with that being done 
connection with all other functions, specif- 
ically, product, finance, facilities planning, 
and production scheduling. 
division firm must carefully 
evaluate the appropriateness its organiza- 
tion the achievement effective planning, 
control, and evaluation marketing opera- 
tions. Further, must willing accept 
the fact that more important for mar- 
keting organizations tune with the 
tasks they have perform and the markets 
they serve than conform with some tra- 
ditional, popular pattern. sure, there 
are many general principles marketing 
organization that must respected, but 
tailor-made organizations, like tailor-made 
suits, fit best. 
The all-important functions planning, 
control operations, and evaluation re- 
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sults must specifically assigned. From ex- 
perience, know that planning activities 
particular will get shoved aside unless 
can create sense urgency about planning 
for the future that comparable the 
urgency feel for current operations. 


The organizational structure must make 
specific provision for effective coordination 
and integration both plans and operations 
concerning the product line, channels dis- 
tribution used, personal selling effort 
required, and the advertising and promo- 
tional support applied. 


The organizational structure should 
designed accommodate, without rev- 
olutionary change, the addition deletion 


nesses. 


company must have, particularly from 
marketing point view, maximum flexi- 
bility, adaptability, and sensitivity new 
opportunities for growth and profit. 


These are the specifications that market- 
ing organizations must meet they are 
survive and operate profitably the 1960’s. 
Two crucial points may well mean the differ- 
ence between success and failure: the firm 
must able adjust continuously the 
dynamics the markets that serves, and 
must also able gain lead time 
crises such way that rational plan for 
future action matter urgency. 


THE MARKETING CONCEPT ACTION 


ARTHUR FELTON 


SINCE WORLD WAR certain American busi- 
ness concepts have become fads, hailed 
panaceas for all that wrong with business 
and then replaced newer ones. have 
passed through linear programming, statis- 
tical quality control, operations research, 
long-range planning, into the throes di- 
versification, motivational research, and now 
the currently popular “marketing 
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There nothing wrong with being fash- 
ionable. But the husband any stylish 
woman can tell you, fashion can very ex- 
will not necessarily look well. 
management concept that fashionable 
may not suit your company, any more than 
every Dior creation will flattering your 
wife. 


Many American businesses have rushed 
into diversification, mergers, “total mar- 
without really knowing what they 
were letting themselves for. Properly ap- 
plied, any these concepts can amaz- 
ing amount good for the companies fits. 
But none them cure-all, and none 
them substitute for sound basic manage- 
ment. such concepts are instituted where 
they not fit, they actually will more 
harm than good. 


This holds especially true for the market- 
ing concept. fashionable now, and mil- 
lions words have been written during the 
last five years describing the wonders can 
perform. But company courts disaster 
adopts the marketing concept without creat- 
ing the conditions that make work 
believes will solve problems caused poor 
management. 


The marketing concept can defined 
corporate state mind that insists the 
integration all the marketing functions. 
These, turn, are coordinated with 
all other corporate functions for the basic 
objective producing maximum long-range 
corporate profits. 

The most important ingredient formu- 
for marketing success then the proper 
state mind. Without this, business, even 
though organized along the lines 
proven formula, will fail least operate 
far below proper efficiency. The board di- 
rectors, the chief executive, and 
echelon executives must appreciate the need 
develop this marketing state mind. 
lack understanding this need that 
currently causing many corporations un- 
told anguish the execution their market- 
ing plan. Without this conditioning, all that 
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accomplished organizationally the text- 
book manner avail. 

Another important condition that must 
met actual integration all the mar- 
keting functions, such sales, advertising, 
promotion, and marketing research. These 
functions, turn, must fully coordinated 
with production, personnel, finance, and all 
other functions today’s modern, complex 
corporation. Finally, professional and execu- 
tive skills high order must utilized. 
necessary take all this complex 
functioning and make work, pro- 
duce the optimum long-range profit 
forth well-developed long-range plan. 


MARKETING FUNCTIONS 


Inherent the American marketing concept 
the philosophy that the customer king. 
Consequently, the thinking all corporation 
personnel should directed toward servic- 
ing our customers’ needs well can, 
but profit. This also referred 
being carry out this 
customer-oriented philosophy, impor- 
tant that our thinking revolve around the 
customer. 

Customer-oriented marketing 
thought the performance three 
functions, which turn are composed 
many other marketing functions. These basic 
functions can called: (1) product develop- 
ment, which can either the development 
new products the improvement modi- 
fication present products; (2) the develop- 
ment integrated marketing plan; and 
(3) the distribution the product the 
customer. All these must carefully 
planned and related each other order 
form completely integrated and coordi- 
nated package. 


New Product Development 


One way illustrate coordinated product 
development describe the four-phase 
plan for new product development are 
evolving American Brake Shoe Company. 


Preliminary Generally, this 
will informal group evaluation 
whether product idea worth further 
consideration whether patently im- 
practicable. new product idea improve- 
ment can come from any source—a salesman, 
product manager, technical laboratories, 
company personnel not connected with sales 
nothing that would discourage creative 
thinking and ideas. division head, the 
technical director, and the marketing direc- 
tor feel that the idea has merit, 
the second phase. 


Preparation Feasibility Studies.—This 
phase normally involves two considerations: 
technical research and marketing factors. 
The studies may carried simultane- 
ously; this case, while the appropriate 
technical research laboratory studying the 
various approaches developing product 
from idea and estimating the probable 
cost such development, the marketing de- 
partment can making quick check the 
market factors involved. 


The task market research estimate 
what the market might for such product, 
and the present and future competitive cli- 
mate. They are also asked ferret out the 
facts even rumors concerning possible 
competitive developments and give quick 
evaluation the selling problems that might 
involved. This attempt evaluate 
whether not the proposed product likely 
require marketing approach totally dif- 
ferent from the present one. Though 
not necessarily limit our considerations 
marketing and manufacturing processes 
our present methods doing business, how- 
zant the new elements that might arise 
and throw them into the evaluation hopper. 

When these two studies are completed, 
meet again review the technical and 
marketing considerations and make our 
recommendations whether further work 
should undertaken. The project could 
dropped this stage the technical staff 
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estimates that development costs will too 
expensive manufacturing too impractical, 
may also abandoned the marketing 
department feels that there 
profitable market that the competitive 
conditions would create selling problems for 
our particular company. conditions look 
favorable, continue phase three. 


The Research most cases, our 
marketing research project would de- 
igned measure the market for the new 
product more accurately, fact the market 
its best evaluate the sales potential the 
new product for which there may not even 
current market. would also deter- 
mining the geographical location this 
market. would particularly careful 
break down product categories, which 
might include size, shape, color, 
formance. the interest research ef- 
ficiency, would the same time study 
customer buying habits, channels distribu- 
tion, selling, advertising, and promotional 
requirements and evaluate detail competi- 
tive activity this field. 

this stage the marketing department 
might recommend either dropping the proj- 
ect redirecting the development effort. 
might, after more detailed investigation, 
decide that either the competitive conditions 
market size unfavorable. Alternatively, 
might determine that modification 
the product design would qualify for 
more profitable market than the one orig- 
inally selected. 

Now you might ask, why not make more 
detailed market survey phase two, and 
thus save the research expenditures the 
econd market study. First, course, 
hope that could detect any serious weak- 
nesses our first time around and recommend 
stopping development work. the other 
hand, this not always possible because 
there are occasions where technical research 
not sure what sort animal likely 
produce until has spent considerable 
time and money actual research work. 
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Also, company such ours, with nearly 
$3.5 million technical research budget 
headquarters research division working 
for nine autonomous operating divisions, 
there are many screened and 
considered feasible that conduct dozens 
$10-25,000 detailed marketing research 
studies might cost more than the preliminary 
research expenditures. fact, plan 
make market studies for only the major 
projects. might also add that very high 
percentage new ideas killed the first 
phase. reality, are constantly trying 
balance our two expenditures means 
executive judgment. 

Assuming come with favorable rec- 
ommendations from this second marketing 
research study, and that technical research 
reports progress according expectations, 
enter the fourth phase. 


Design most cases have 
found that very careful analysis our 
second market research project has enabled 
pinpoint the product category, price 
range, and customer industry categories that 
appear the most profitable for our 
company. 

This step, therefore, consists selecting 
series specific prospects for purposes 
conducting extensive design specification 
interviews. work out detailed technical 
interview form determine the performance 
specifications various types customers are 
most likely buy. This type survey, and 
even the method conducting it, can vary 
widely depending upon the product under 
consideration. Some our questionnaires 
have run ten pages and required two- 
three-hour interviews with design engineers, 
purchasing agents, sales managers, and dis- 
tributors. this research should come 
with facts product design that will reduce 
minimum the danger developing un- 
salable low-profit products. 


Meanwhile, the product brand manager 
(in some companies committee) con- 
stantly consulting with the production de- 
partment determine the practical problems 
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involved manufacturing the products that 
the customer appears find most attractive. 
The purchasing department consulted 
determine such factors the availability 
the needed material and components the 
possibilities the substitution more 
favorably priced materials. The financial 
department consulted, first, estimate 
the cost the proposed new product and, 
second, determine the investment terms 
machinery, plant, inventories, and ac- 
counts receivable that will required 
market the product the estimated quanti- 
ties. Eventually, the final product design will 
determined. 


pointed out above, all these functions 
are performed repeatedly and checked out 
with the customer through the sales force 
and/or the marketing research department. 
The product then tentatively priced. Often 
this price has been set the marketing 
research findings the beginning the 
project. 


The Marketing Plan 


The marketing department then develops 
integrated plan for selling the proposed prod- 
uct. This means determining the advertising 
strategy, the media strategy that will imple- 
ment the advertising strategy, the promo- 
tional tactics, and the publicity. also 
determines the best sales organization and 
its selling tactics and finally, the case 
technical and industrial products, the size 
and type sales engineering service re- 
quired. All these functions must care- 
fully integrated into balanced and detailed 
plan and often written into month-by- 
month calendar activity. 


During the preparation the marketing 
plan, pricing finalized and may quite 
different from that set during the product 
development stage. any event, pricing 
becomes the result compromising between 
what would like sell product for and 
the price that will sell the optimum amount 
goods satisfactory profit. 


Distribution 


When the marketing plan has been developed, 
the physical distribution the product 
carefully planned ensure having right 
product, the right price, the right place, 
the right time, and the right quantity.” 
This calls for carefully coordinating produc- 
tion schedules and warehousing strategy with 
the sales program. 

The final result should the movement 
the planned amount product satis- 
fied customer optimum profit the 
company. For many companies, “satisfying 
the customer” means servicing the product 
after has purchased ensure that 
will buy again and recommend the product 
others. Then, the procedure starts all over 
again with marketing research finding out 
how well likes the product and what can 
done improve its salability and report- 
ing this information back product develop- 
ment that the company can either improve 
innovate. The most important principles 
keep mind, stated earlier, are: first, 
determine customer needs and desires; 
second, coordinate all the company’s 
departments order develop and produce 
the product, and third, integrate all the 
marketing functions sell this product 
satisfied customer most efficiently. 


ORGANIZATION 


company can organize almost un- 
limited number ways operate under the 
marketing concept. the last analysis, the 
organization must the result careful 
consideration such factors the type 
industry, the nature the particular com- 
pany’s business, and the personalities and 
capabilities the executives. 

The marketing concept will operate best 
those companies that have sound basic 
organizational concept. Consequently, the 
company itself must organized 
practical manner and its marketing depart- 
ment competently staffed. Duplicating the 
Proctor Gamble organization chart the 
General Electric organizational chart may 
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just the wrong thing do. Barrington 
Associates, Inc. points out the need for 
more meticulous organization planning job 
the foreword one their brochures: 
“The current shift from Sales Manage- 
ment Marketing Management concept 
increases substantially the number and com- 
plexity the problems and decisions facing 
the Division’s Chief Executive. more 
than ever before, key member the Top 
Management Group, and must capable 
thinking, planning and administration 
the highest order. For that reason, im- 
perative that the Vice President-Marketing’s 
job analyzed meticulously, and that his 
basic function, his major responsibilities and 
key duties stated the most precise 
terms. When this done, position 
delegate the component responsibilities and 
authorities specifically, and follow through 
regularly and efficiently insure their ef- 
fective performance his subordinates. 


“Such position analysis must carried 
out greater depth than usually the case 
for ‘Job Description.’ 


Every company, trouble, should 
take objective look its particular job 
requirement, develop job description con- 
taining clearly delineated duties 
sponsibilities, and then draw “man 
specification” before rushing out hire 
man promote one from within. 


Once the basic concepts the organiza- 
tional requirements are clearly mind and 
man specifications have been developed, the 
next job becomes that filling the blocks 
the preliminary organization chart. This 
should done with possessing the 
technical marketing competence, 
sonality. The final definitions duties and 
responsibilities should wait upon the selection 
the men that the 
descriptions will realistic blending 
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personalities and capabilities along with the 
required duties and responsibilities. 

One major error that should avoided 
possible staffing the bottom up.” 
this situation, new organization chart 
developed and the company fills all most 
the positions before hires director 
marketing department head. Trouble 
develops when the new top man finds his 
subordinates are incompatible, his pre- 
hired department does not have the proper 
balance ability and personality. 


very definition, the coordination and 
integration required today’s marketing 
concept requires constant and intimate work- 
ing relationships among all corporate top- 
level executives. While the marketing director 
must sufficiently aggressive hold 
his end the corporate give-and-take, 
well see that the jobs within his division 
get done time, also must sufficiently 
flexible get along with executives and 
subordinates alike. All these characteristics 
and experiences must evaluated relation 
the job done and relation the 
personality the corporation. 


TYPES DIRECTORS 


Here are excerpts drawn from several pro- 
fessional sources the main specifications 
for three basic types marketing directors: 


True Director Marketing 


The basic function this position 
to: plan and manage all aspects the 
marketing program; maintain and equip 
well-trained organization carry out the 
program; and direct all marketing opera- 
tions attain stated objectives within 
company policy and budgets. 


Responsibilities 

Sales Planning and Policy 

Sales Organization, Training and Compensation 
Sales Forecasts, Quotas, Budgets and Controls 

Selling Operations 

Industry and Customer Relations 

Pricing 

Advertising, Sales Promotion, and 
Public Relations 


Rarringt \ tes, Inc., The Kind of Executive Needed 
yr the t re cnt Maret (New York, 1957), 
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Product and Market Research and Develop- 
ment 


Sales Operations Research 
Employee 


Then there another type position often 
called director marketing but which 
more accurately called: 


Director Marketing Services Marketing 
Planning 


3asic Function responsible for admin- 
istering, coordinating, and controlling all 
aspects planning the total marketing pro- 
gram for his assigned product lines and for 
assisting the sales organization successful 
implementation the program.... 


“Specific Responsibilities 


develop and recommend for approval 
the Vice President complete marketing pro- 
gram pertaining his assigned product lines, 
including factual analysis the markets, 
enumeration problems and opportunities, spe- 
cific marketing objectives, advertising and pro- 
motion plans, packaging and brands, selling 
methods, forecasts sales, cost sales, and 
profits for least the ensuing year. 


direct the Product Managers conducting 
similar marketing planning activities for the 
assigned products. 


organize and chairman planning meetings 
representatives from Research and Develop- 
ment and from Production, together with the 
Product Managers, for purpose expediting the 
development and production present products 
well the coordinated development new 
and improved 


work with Finance and accounting 
providing recommended budget estimates and 
accounting controls necessary determine the 
profitability present products and methods 
marketing, well measure current 
marketing performance relation objectives. 


work with the General Sales Manager and 
the Regional Sales Managers the development 


2The Kind Executive Needed for the Vice 


President—Marketing, 


report prepared Bruce Payne Associates, Inc. 
(Westport, Connecticut, 1958). 


Director Marketing—Multidivisional 


third marketing director most 
often employed multi-divisional cor- 
porations who normally have autonomous 
marketing sales departments for each 
their divisions. This type marketing 
director functions primarily corporate 
coordinator and marketing consultant. 


“As vice-president marketing, the successful 
candidate will report directly the president. 
Primary responsibility the co-ordination, 
staff capacity, all sales and related activities 
among twelve autonomous manufacturing and 
sales divisions. The vice-president marketing 
may have acquired broad knowledge sales 
methods and market research top staff man 
company producing both consumer and in- 
dustrial goods, management consultant. 
must able recognize and cure duplica- 
tion sales allied efforts between divisions 
without creating friction. must act the 
profit center conscience the entire company’s 
distribution system. must highly creative 
and have the ability use all the knowledge 
gleaned from divisional sales personnel benefit 
the company’s over-all planning schedul- 


PRODUCT MANAGER 


product manager has been variously de- 
scribed “little marketing director” 
even “little Actually some 
these men are not little. 


many companies product managers are 
delegated nearly all the marketing services 
responsibilities the marketing director 
for specific brand product line. Gen- 
ally, does not have responsibility for 
sales. effect responsible for develop- 
ing his brand product line into its most 
salable form for the sales department. 


some the very large consumer goods 
companies, several product managers may 
report group product managers, who 
turn report the director marketing. 


Howell, Managers Wanted: Big Rewards, 
lities for Right Printers’ Ink, CCLXII 
(March 21, 1958), 61. 
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Market Manage) 


modified version the product manager 
called market manager. This position 
established when market conditions indicate 
that specialized knowledge customer prob- 
lems and buying habits much more im- 
portant than specialized product knowledge, 
other words, where there even greater 
need for customer orientation than for prod- 
uct orientation. 

some companies, market manager 
may responsible for the planning and/or 
sales many, not all, the company’s 
products sold his designated market. (Two 
obvious examples for American companies 
are export sales and military sales.) The 
market manager are described article 
the sales manager, Home Products Divi- 
sion the Minneapolis-Honeywell Regulator 
Company: 

“During the fifteen years prior 1948, 
our company sold temperature controls 
the schoolhouse market. There was special 
product which could assigned this 
field, but the market was large for our broad 
line. The divisional executives charge 
this operation decided appoint man 
the job ‘Product Manager.’ was as- 
signed product, but was given mar- 
ket. was charged with the broad respon- 
sibility securing more business this 
field. 

“It was our thought that ‘market’ man- 
ager would operate the same general 
staff sales assignment product manager, 
but with the advantage being oriented 
the customer rather than the factory. 
This plan sought consider the problem 
customer terms wholly, and try fit the 
company’s products and the company’s sales 
methods the market. 

“The distribution controls 
houses simple, following the classic con- 
draws plans, and heating contractors bid for 
the work. Our business had been bidding 
(with installation included) 
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and very often found that low price 
was not the answer securing the contract. 
Instead, the new market manager decided 
that three things were necessary: 

Improved installation and service. 

direct-to-user public relations campaign. 

Retaining sales force sell the owner. 

“As second step, school expert, recog- 
nized the field education, was engaged 
consult and advise industry rela- 
tions program. This man recommended ori- 
enting all communications the market 
terms educational values. Advertising 
and sales promotion which had been directed 
contractors were now addressed the 
ultimate user, the school system. Manage- 
ment was taught recognize educational 
objectives and design and use our product 
meet these objectives. The sales force, 
turn, was taught how speak terms 
educational goals and, doing, removed 
large obstacle successful sales calls. 

“Almost overnight, service which had 
been sold strict price basis engineers 
and contractors became shining new serv- 
ice the interest education. found 
that mundane set devices actually could 
produce per cent improvement the 
take-home learning the average student 
when properly with this 
edge came astounding preference for 
our product. 

“One the important bonuses gleaned 
from this campaign was the improved selling 
power the sales force, when equipped with 
bona fide customer benefits and nomencla- 
ture. the past seven years, sales have in- 
creased many times, and have seen 
new potential for our schoolhouse market. 
And without market manager—the pos- 
sibility solving real problem through 
specialized marketing thought and action 
would have been lost the vast welter 
other divisional 


SUMMARIZE, should like emphasize 
again that the most important ingredient 
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necessary make the marketing concept 
work the corporate state mind. 

For any company operate efficiently 
under the marketing concept, top manage- 
ment must understand that the integration 
all the marketing functions and the 
coordination the marketing work with 
all the other corporate functions are abso- 
lutely necessary. 

Another customer orientation. 
have design, manufacture, and sell 
products that the customer wants and then 
offer them him not the way would 
like but the way wants buy them. 
Furthermore, must organize all 
this profit! 

More and more companies are going 
have bring more and better marketing 
techniques such marketing research, pack- 
age design, advertising and sales promotion, 
motivational research, and the like. Also, 
they must carefully coordinated with each 
other prepare the most salable product 
attract the customer. carefully planned 
organization necessary ensure that these 
coordinated plans are actually developed and 
carried out. 


THEORIES ORGANIZATION 


PAUL GORDON 


LEAST four important definitions 
ganization” can distinguished America 
today—each signifying somewhat different 
approach the subject. The differences, 
course, are not quite compartmentalized 
any arbitrary scheme classification 
might suggest. 


The traditional view organization em- 
phasizes some logical arrangement for di- 
viding the work. The emerging behavioral 
view, having outgrown its earlier immaturi- 
ties, stresses system cooperative rela- 
tionships. The newer decisional approach 
decision-making unit. (Here meet se- 
mantic problem inasmuch decisions cut 


across all these approaches.) This third view 
could also called systems approach, pro- 
vided reject the older image systems 
bundle office procedures and accept 
the newer view, which relates organizational 
systems unified arrangements interde- 
pendent factors, such the solar system. 
The fourth approach shall call opera- 
tional, because the term may appeal mar- 
keting executives. emphasizes how the 
organism responds and adapts its environ- 
ment. This not too far from the thinking 
grass roots customer-orientation sug- 
gested more recent marketing manage- 
ment concepts. 

According the traditional view or- 
ganization, the task organizing that 
establishing relationships among the work, 
the people, and the workplace. The criteria 
used organizing are certain well- 
established principles organization, such 
unity command and homogeneous as- 
signment. The anatomy organization, ac- 
cording this view, composed elements 
such authority, responsibility, account- 
ability, hierarchy, chain command, and 
span control. The function organization 
promote effectiveness (achieving de- 
sired goals) and efficiency (doing without 
waste). The ways dividing work each 
level organization involve combinations 
decisions the basis the functions 
performed (for example, marketing, finance, 
and production) the processes involved (for 
example, refining oil different categories 
complex, technical, and expensive equip- 
professional groupings (for example, 
all creative people all lawyers one or- 
ganizational unit); and, the products, the 
clientele, the area served. The last 
criteria named are not only closely related 
one another but also represent increas- 
ingly popular bases for dividing activities 
larger companies that use the divisionalized 
form organizational structure. sum- 
mary, the traditional view work-centered; 
organization regarded technical prob- 
lem solved highly rational basis; 
the influences that have shaped are eco- 
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nomics and engineering, and, the case 
public administration, law. 

contrast, the behavioral view that 
the task organizing calls for establishing 
relationships among individuals, groups, and 
somewhat dark and ominous things called 
formal organizations and bureaucracies. Re- 
cent literature suggests that the executive 
with organization should choose 
those arrangements, broadly speaking, that 
are most likely evoke system effective 
havioral approach, the building blocks or- 
ganization include individual and group feel- 
ings, perceptions, motivations, inducements, 
and interactions. From the managerial point 
view, the function organization 
facilitate suitable combinations social sup- 
port and social constraint for the main ac- 
tivities the enterprise order achieve 
essential conformities and coordinations. In- 
dividual and group views may lead infor- 
mal organizations that may either advance 
retard the purposes the enterprise. 
Organization regarded primarily so- 
cial system and one that develops interac- 
tions, conflicts, and cohesions not always 
within the power the executive under- 
stand control. Organizational decisions 
involve various combinations individuals, 
groups, social structures, bureaucracies, and 
institutions. contrast other approaches, 
the behavioral view organization centers 
people and their problems, and execu- 
tives should extend their efforts under- 
stand and evaluate nonrational well 
rational aspects organizational behavior. 
Two main academic disciplines that underlie 
this approach are psychology and sociology. 

The decisional systems view organi- 
zation more sharply concerned than the 
earlier ones with the establishment rela- 
tionships among objectives, strategies, and 
competition. The criterion achieving ob- 
jectives under competitive conditions. The 
structure decision-making and the build- 
ing blocks organization this view in- 
clude information, objectives, strategies, al- 
ternatives, probabilities, and consequences. 
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The function organization facilitate 
the flow information and the making 
appropriate decisions. The executive faced 
with organizational decisions must choose 
among combinations ends, means, strat- 
egies, tactics, and informational inputs and 
outputs. This approach decision and sys- 
tems centered; information, including that 
about competitive forces, regarded 
central problem, and certain aspects are more 
highly analytical. Mathematics has already 
made important contribution this ap- 
proach. Political science, however, which 
concerned with relative power position, rep- 
resentation diverse and 
terests, and ultimate accountability, still 
relatively untapped important well- 
spring for organizational theory. 

The operational view, defined for this 
presentation, concerned with the establish- 
ment relationships among the organism 
(in this case the firm and its marketing com- 
ponents), its environment, and whatever 
vitalizing 
adaptations and changes. The criterion 
ability respond changing environment 
and opportunities for growth. Growth here 
does not have mean increased size; 
could mean diminished size with greater 
strength, competitive ability, and return 
investment. This view more eclectic (bor- 
rows from all the others) heuristic 
(ready for readjustments ends, means, 
and behavior anywhere along the line the 
matter less abstractly, here have 
approach that starts with the grass roots, for 
example the customer, focal point and 
then adds the necessary 
ments—stealing along the way from the so- 
called principles, the notions cooperation, 
and the strategies competition order 
bring into concert the organism, the en- 
vironment, and change. According this 
view, the organization functions 
lyst, facilitating growth and change. 

This approach probably closer the 
marketing than some the 
earlier ones. The executive confronted with 
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organizational decisions would seek the most 
appropriate combination customers, out- 
lets, territories, and institutional channels 
tor his products and services. would also 
seek the best balance between frequent or- 
ganizational changes, which might harm de- 
sirable relationships, and undue concern for 
stability relationships, 
which might lead atrophy. This balance 
sometimes called “homeostasis.” The opera- 
tional approach, defined, growth 
tered, regards viability the key issue, and 
environmentally—e ven culturally and 
cross-culturally—oriented. The point 
especially for executives 
sensitive international aspects market- 
ing. The studies upon which one might draw 
more fully developing this approach would 
include biology and anthropology. 


WHAT DOES this mean? Why impor- 
tant, and how can executives put these in- 
sights work some productive way? The 
material may not entirely new. Mine may 
simply another perspective and another 
way classifying organizational knowledge. 
For some these viewpoints, must ac- 
knowledge debt people the field 
marketing. Nevertheless, consolidation 
gains can useful, and up-to-date 
knowledge developments organizational 
theory can prepare one for the future. The 
traditional and the decisional approaches and 
the behavioral and operational are not quite 
diverse this analysis might suggest, 
and they appear coming closer together. 
Further, one may perceive that characteris- 
tically the traditional and behavioral ap- 
proaches have been more concerned with or- 
ganizational arrangements internal the 
firm, the operational with adaptation ex- 
ternal environment, and the decisional with 
combination internal and external factors. 

This brings very close the task the 
executive himself. Executives generally must 
concerned with ends, means, behavior, and 
results. Marketing executives must con- 
cerned with externals well internals 
greater degree than executives some 


other areas. International marketing execu- 
tives must add the extra dimension the 
cross-cultural and multi-national environ- 
ment. What distinguishes management 
among other forms human activity the 
responsibility seeing that decisions are 
made and actions taken that will achieve de- 
sired objectives. The organizational task 
the manager build and maintain the 
interdependent systems cooperation, in- 
formation, and technology that are essential 
for the achievement these objectives and 
the continuity the organization itself. This 
activity requires that the manager use such 
tools forecasts, plans, and research 
order navigate his firm competitive 
environment. 


WHAT the future? addition these 
theories, what trends see and what 
practices can expect the field organ- 
ization that may important for interna- 
tional marketing executives? Many the 
organizations that represent are more 
concerned with suitable development 
divisionalized form organization (based 
product, area, and clientele) and provision 
adequate supporting staff and technical 
services for each division than with new ap- 
proaches organization the basis func- 
tion. This change emphasis means that 
organizations become more involved work- 
ing out suitable relationships among general 
division managers (who have operating line 
authority) and specialized program and prod- 
uct managers (who have functional staff au- 
thority relative their programs and prod- 
ucts). The more traditional attention 
line versus staff conflicts, for example per- 
sonnel versus production, becomes relatively 
less important delegated lower levels, 
somewhat the same thing. 

More emphasis may expected the 
future the development multinational 
forms organization even including foreign 
policies for the navigation multinational 
enterprises; even smaller firms will less 
inclined compartmentalize thinking and 
forms organization into domestic and for- 
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eign sectors. Strategists responsible for or- 
ganizational planning will more attuned 
external orientation, less preoccupied with 
exclusively internal orientation, more con- 
cerned with making organizational change 
normal state affairs, and less interested 
organizational stability virtue it- 
self. shall pay more and more attention 
the development indigenous talent for 
our overseas managers and “export” less 
our own. the same time, however, de- 
veloping executives for our home enter- 
prises, cross-cultural facility will become 
more important many top positions than 
cross-functional experience within the com- 
pany. 

Future emphasis practice and the 
literature will more evolving the best 
mixture centralization and decentraliza- 
tion, and less the idea that decentraliza- 
tion ought pursued end itself. 
People must recognize that various sectors 
organizations can centralizing and de- 
centralizing the same time otherwise con- 
fusion will result. Decentralization refers 
moving the power and authority make and 
execute managerial decisions away from 
the center, that away from the top execu- 
tive and the headquarters office. has been 
called moving general management down the 
line. 

Closely related the centralization/decen- 
tralization question are three matters that 
now occupy the attention many American 
companies. see developing emphasis 


the use staff experts “experts 
than “experts top,” added set 
inspectors haze line executives. The tech- 
nology information relatively new 
potential, with new machines process in- 
formation, will probably receive great deal 
more attention; the technology production 
least, that is, less top executive time. Even 


will probably receive comparatively less 


the factory, while mechanization continues 
important, the potentials are the 
automatic control systems for many com- 
panies. Another aspect decentralization, 
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may the easing control order in- 
crease creativity, initiative, and productivi- 
through more delicate interplay free- 
dom and control. 

Finally (and here more than elsewhere as- 
piration may mixed with prediction), more 
attention objectives and the scaling 
ultimate and intermediate values that under- 
lie any choice ends, means, and behavior 
may anticipated. Institutions that are 
primarily economic their 
have create economic utilities, social in- 
stitutions will have create social utilities, 
and institutions will have 
strengthen desired governmental arrange- 
ments. The point this context is, however, 
that may see more effort made deal 
operationally with the multiple 
quently conflicting objectives that charac- 
terize many our institutions and provide 
ulcers for many executives. With inten- 
tional deception, simplified objectives may 
retained for general public and employee 
consumption. The objectives business en- 
terprises, however, are many and complex. 
This means that future emphasis may 
more values, especially for international 
people, and less methods. addition, 
means that large institutions will more 
concerned with representing diversity 
viewpoints and seeking what unity needed 
not uniform viewpoints but common 
objectives insofar possible. 

The closing point that our study and 
practice organization shall become less 
concerned with prescriptions cover all 
situations and more concerned with develop- 
ing knowledge organizations based 
sound predictions. The advance knowledge 
and the important executive decisions must 
based this approach. 
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FRAMEWORK FOR EXAMINING 
ALTERNATIVE MODELS 
MARKETING ORGANIZATIONS 


FREMONT SHULL, JR. 


THE STATEMENT has been made that the mar- 
ket dictates the characteristics distri- 
butive organization well the properties 
the merchandise offered for sale. How- 
ever, this unadorned proposition offers little 
insight into the complex and enigmatic prob- 
lems designing marketing organization. 
The solution such problems requires more 
than orientation. Organizing de- 
mands the application certain operational 
criteria and strategies. Yet concern with 
marketing includes problems interaction 
with client groups well problems in- 
teraction within the firm. Hence, mechanis- 
tic application some standard format, 


especially one designed for production de- 
partment, contrary reason. Accordingly, 
neither simple market-orientation nor the 
application traditional principles or- 
ganizing seems sufficient. Moreover, these 
two approaches appear polar posi- 
tions with void between them. The purpose 
this presentation, therefore, attempt 
describe framework that will penetrate 
this void. 

Insight into organizational problems im- 
proved the organization viewed 
total system composed multiple subsys- 
tems, each individually and collectively hav- 
ing characteristics society interacting 
with other social groupings. This system, 
entity, “black containing many 
unknown relationships and phenomena with- 
which various linkages must developed 
and maintained. functional view the or- 
ganization can now grasped that discloses 
networks relationships and set po- 
tential for each action, rather than 
singular causalities and unilinear stimulus- 
response connectives. Implementing these 
human linkages, then, necessitates optimiz- 
ing, not maximizing, decisions and precludes 
the disposition accept linkage end 
rather than means for goal attainment. All 
this leads acceptance the possi- 
bility dysfunctional outcomes particu- 
lar organizational patterns and techniques, 
and search for larger array significant 
internal and external variables relevant 
the construction and operation the sys- 
tem. 


The elaboration each these elements 
would require tome its own. The black- 
box concept can used exemplify the 
involved. this concept, learn- 
ing encouraged that elicits flexible and 
uncommitted attitude that precludes un- 
binding acceptance of, post accom- 
modation to, the outcome particular ad- 
ministrative action. addition, learning 
permits heuristic problem-solving. This ap- 
proach reduces the tendency concentrate 
upon algorithmic solutions restricted 
quantitative problems that may answer only 
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tangential disturbances reinforce the orig- 
inal issue. this light, noncommitment 
can develop strategy relating adminis- 
trative functions (intrude learning into the 
control system) operative behavior (en- 
sure continuous vigilance and 
havior). 

Use the black-box concept (the idea 
that the internal workings and interrelation- 
ships the organization are not fully 
known) encourages abstractions from im- 
mediate concern with operational activities 
broad, general reflections about, for ex- 
ample, the amount natural chaos group 
endeavor and the social propensities man 
the work environment. The varying as- 
sumptions made about such considerations 
produce diverse conclusions and, therefore, 
require different general models for organi- 
zations. Furthermore, the black-box concept, 
which usually provided for systems 
approach, calls for consideration exogene- 
ous factors that influence endogeneous fea- 
tures and phenomena. Accordingly, attention 
focused upon the cultural setting within 
which the organization operates. This ob- 
servation significant since the culture 
influences the acceptability of, and priorities 
given to, organizational objectives; also 
places constraints upon the means that may 
gain these ends. More active- 
ly, the culture molds the nature the human 
input, including the capabilities the opera- 
tive personnel and the orientations top 
management. 


SUCH perspective invites far-reaching in- 
sights for the model-builder who impli- 
cated organizing mix cultures. In- 
ternational marketing requires 
ment the social role the economic en- 
vironment. certain countries, “good 
may not give high priorities material 
welfare; organizational success and individ- 
ual motivation may not relate primarily 
financial gains. the other hand, society 
may encompass dynamic and developing 
economy within which the individual firms 
are growing rapidly and, thereby, offering 
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expanding promotional possibilities within 
the managerial hierarchy. such the case, 
growth may prerequisite for particular 
organization attract and retain adequate 
personnel. 

This vision illuminates 
ated with another basic issue, the definition 
the survival ends organization and 
the relative weights assigned them. 
From their recognition and specification, in- 
ferences concerning related internal suffici- 
encies can made. First, since business 
firms utilize resources other than members’ 
talents and interests, long-run political and 
economic tolerance requires that the needs 
certain clientele—other than those 
active members—be served. Organizational 
productivity thus relevant goal that 
refined free enterprise and competitive eco- 
nomic system many cultures. Second, bid- 
ding for membership time and effort im- 
portant where conscription cannot prac- 
ticed and where real alternative choices 
employment exist. Therefore, the satisfaction 
and loyalty the personnel survival need 
that varies nature and intensity according 
prevailing morale and ethical beliefs. Fi- 
nally, since organization operates some 
larger environment, must adjust and per- 
petuate itself through external political, 
economic, and social disturbances. Thus, the 
ability organization endure stress 
situations, that is, maintain its own integ- 
rity, third significant survival end. 

The priorities assigned these ends will 
determine the techniques used influence 
internal arrangements and behavior. High- 
stress conditions, such violent changes 
the political climate, tend add weight 
organizational integrity and, hence, those 
techniques that enhance group cohesiveness 
and prompt reaction the part operating 
personnel. such the case and channels 
between point-of-sale and policy-making are 
extensive, feedback must emphasized 
and/or considerable decentralization must 
induced. Suppose, however, that the sales- 
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without detailed and specified operating pro- 
cedures and that their morale end 
worthy consideration. Therefore, the 
integrity the organization main- 
tained, feedback system utmost im- 
portance. If, the other hand, salesmen 
have independent and mature personalities, 
decentralization would appear appro- 
priate. contrast, managerial imperatives 
may suggest that satisfaction the opera- 
tive employees trifling and should dom- 
inated increased integrity and perform- 
ance. 

The resolution such problems depends 
part upon the answers the following 
questions: Are performance, morale, and in- 
tegrity equal order and independent 
each other, are they points means- 
end chain? Will higher morale, for example, 
actually elicit corresponding increase 
performance, are they outcomes related 
inversely positively some diffuse di- 
rect manner the same administrative and 
organizational technique? Empirical studies 
offer conflicting evidence these questions; 
this conflict suggests that the organizing 
process somewhat experimental that 
the total puzzle can investigated over 
period time. 


Without this multiple-goal orientation, 
simple-minded maximizing behavior may 
hold sway, which precludes balanced at- 
tainment the long-run survival needs. 
Formed upon efficiency 
rationale, traditional prescriptions framed 
solely for downward flows authoritative 
communications may set motion chain 
dysfunctional outcomes terms feed- 
back and growth individual salesmen. The 
orthodox chain command may struc- 
tured for and may elicit dependent and im- 
mature type employee response. This type 
response contributes the view that 
salesmen are apathetic, ignorant, and con- 
trary. Such interpretation can result 
further reliance upon autocratic and manip- 
ulative leadership patterns operating 
supervisors that magnify the puppet type 
selling behavior. the extent, then, that 


es 

salesmen want express themselves and 

that autocratic leadership reinforces the 


view superiors part the disciplinary 
well communication system, feedback— 
especially appeal—channels will form outside 
the lines authority. 


Although organizing multifaceted and 
philosophers recognize that the surplus ac- 
cruing organized endeavor results from 
social interaction itself, tradition apparently 
creativity 
stems exclusively from 
The logic seems hold that, since social 
relationships are naturally chaotic, the sav- 
ing grace organization the formal 
imposition “grand design” for behavioral 
relationships, especially designed se- 
cure the benefits specialization. This rea- 
soning concludes that organizations should 
built around jobs and not around people. 
This deduction buttressed the argument 
that organizational continuity requires 
functional, not personalized, 
viduals will gone the next few decades, 
but requisite activities are everlasting. 


THESE CONVENTIONAL derivations persist de- 
spite evidence supporting the contention that 
latent properties organization cannot 
legislated against, relate the natural be- 
havior man, and can promote formal or- 
ganizational purpose. Current practice illus- 
trates sporadic and isolated instances 
counterapproach, for example, the “buddy 
system” and “brainstorming” sessions. But 
custom does not typically lead the thought 
that conventional tactics formalization 
may debilitating and actually create dis- 
order; or, does, such disorder treated 
natural phenomenon that can dissi- 
pated additional formalization. Thus 
fresh, holistic approach may disclose that 
overemphasis formalization, particularly 
that based upon specialization, may hinder 
organizational effectiveness. 


Although treated incidentally, continuing 
reference has been made the nature the 
human input, the salesmen. These inputs will 
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vary such factors average age and 
temporary societal conditions according to: 


Expectations— salesmen (not) anticipate the 
receipt intrinsic job satisfactions the satis- 


faction certain social needs during work 
hours but not (do) authoritarian 
supervision. Thus, reliance can (not) placed 
upon extrinsic benefits exploited outside 
the work environment, that is, wages, and (not) 
upon high level participative management. 


Aspirations—salesmen are (not) favorably dis- 
posed toward administrative detail and (not) 
perceive advancement organizational 
hierarchy means for self-aggrandizement 
and satisfaction. Accordingly, formal promo- 
tion system (not) incentive basic in- 
creased performance while training should not 


cles. 


Capabilities—the general experience and intel- 
ligence salesmen (not) great enough 
absorb high level decentralization. There- 
fore, organization should not (be) designed 
exploit the bare spark creativity 
and abilities, contrasted broad range 
human potential and energies. 


Against this background, the side effects 
well target effects administrative 
action can examined. Suppose that poten- 
tial, rather than the lack operative abili- 
ty, dictates the establishment training 
program, but the same time, centraliza- 
tion demanded that must facilitated 
job simplification and standardization. While 
training and education tend expand hori- 
zons and raise aspirations, centralization and 
simplification may well create boredom and 
discontent. Thus optimizing and timing be- 
come paramount importance; each can 
guided the priorities assigned the sur- 
vival ends the organization well the 
nature the human input. 


While cultural assistance and controls— 
for example, state ownership 
schemes—affect the social consciousness 
microunit, the orientation top manage- 
ment will determine the specific reward sys- 
tem organization. Assuming causality 
between operative morale and performance 
and/or morale and organizational integrity, 
and given set needs operative per- 
sonnel, positive sanctions will depend upon 
the following points view: (1) means for 
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answering these needs only outside the 
workplace should provided, (2) the work- 
place should provide all possible extrinsic 
and satisfactions, (3) adminis- 
trative action should focus upon the tem- 
porarily essential most sensitive needs 
any point time. Any conclusions drawn 
will serve tailoring the design the or- 
ganization and its formal reward systems. 

Throughout this discussion, the situational 
aspects organizing have been touched upon 
but have not been treated explicitly. Certain- 
the size and maturity firm determine 
the impact various organizing techniques. 
While self- and/or imposed control inher- 
ent efficient operations small organi- 
zation, its nature and implementation will 
differ from that large organization. 
large bureaucratic organizations, control 
commonly informal and exercised im- 
personal basis. Similar distinctions can 
made for most phases organizational be- 
havior. Planning for adaptation 
bility, for example, differs planning 
comparisons illustrate the caution that must 
utilized forecasting generating or- 
ganizational phenomena, certain general rela- 
tionships can ordered and approximated, 
not completely measured predicted. 
The change from voluntary compulsory 
membership, for example, would have some 
impact upon the sanction system employed. 
organization confronted with the problem 
recruiting members who have alternative 
choices, may find that subordinates react 
more fully positive inducements than neg- 
ative sanctions. 

Fear the unknown and emotional at- 
tachments convention appear retard 
exploration and veil real causalities. Tradi- 
tionalism, for example, suggests that the 
most powerful technique 
economic remuneration. Yet empirical evi- 
dence indicates that man’s mediation process 
intrudes itself between change wages 
and conventionally conceived, automatic 
change behavior. state the problem 
Simply, increase wages may not stimu- 
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late corresponding change performance; 
the inaccuracy and incompleteness percep- 
tions and the operation aspirations be- 
tween reward and satisfaction are considera- 
tions anticipating man’s response 
changes financial rewards. 


ALTHOUGH THE nature this presentation 
has undue emphasis upon certain 
propositions, the viewpoints, concepts, and 
assumptions described require examination 
before the traditional and more mechanical 
problems organizing are treated. The de- 
signer may find solace considers only 
the formal structural relationships 
organization, especially those founded the 
rationale economic efficiency supported 
assumptions pertaining administrative 
sagacity and prerogatives, spatial disper- 
sion and buying habits purchasers. Yet the 
contention made that the behavior peo- 
ple and their satisfactions are not circum- 
such constraints nor organiza- 
tions prosper and endure under such stric- 
tures. There doubt that the preparation 


this work would have been expedited had 
the intent been describe operational 
techniques supported traditional princi- 
ples organizing. But the typical business 
organization does not maximize accepted 
goals charitable organizations, nor are 
military organizations designed operate 
like hospital. Furthermore, organization 
built around needs production unit will 
not necessarily facilitate marketing effort. 
The purpose has been build frame- 
work for judging alternative models mar- 
keting organizations. This framework has 
been simplified cybernetics model, encom- 
passing the black-box concept, superimposed 
upon behavioral point view. While mar- 
keting orientation has been accepted nec- 
essary, such posture was judged insufficient 
for dealing with the reciprocating relation- 
ships play about organization and the 
operational requirements the organizing 
process. pretense has been made that or- 
ganizing easy that the design perma- 
nent, for the lack theoretical models 
constructs and the paucity empirical evi- 
dence cloud the issues and temporize the 
resolutions; addition, the situational fea- 
tures the problem make the test doubly 
formidable, becoming artistic nature. 


This over-all approach has conceived the 
organization totality including multiple 
linkages and their interactions, such au- 
thority, appeal, and decision networks. This 
view has also disclosed the differing elements 
the organization—its technical, economic, 
and social aspects. Although complexity was 
added, these sweeping but differing insights 
into organizational problems should offer 
profound but varying concepts the con- 
figuration and provisions the dilemma. 
credence can given the constructs 
offered above, success seems lie with 
open mind, intensive analysis, planned non- 
commitment, controlled experimentation, and 
unrelenting effort. all this true, 
may necessary pursue the unknown, 
perceive and evaluate differing assumptions, 
and register and trace the progress alter- 
native organization models under test. 


7 
4 
4 
4 * 
ape 


WALLACE YODER, Coordinator 
Professor Marketing, Indiana University 


STEUART HENDERSON BRITT, Seminar Leader 
Professor Marketing, Northwestern University 
Editor, Journal Marketing 


Consulting Faculty 
JOHN COULSON 


Vice-President, Research Department, Leo Burnett, Inc. 


EDMUND FAISON 
President, Visual Research, Inc. 


THE MARKETING MANAGEMENT 
CONCEPT IMPLICATIONS 
FOR MARKET RESEARCH 


WALLACE YODER 


THE TERM management” has 
been interpreted many ways that one 
more attempt give precise meaning prob- 
ably will not hurt. The approach the con- 
cept presented here involves five simple as- 
sumptions about the firm, restatement 
the marketing function, and the application 
four subconcepts the performance 
the marketing job. 


statement the assumptions under 
which business firms operate will make ex- 
plicit the conditions that affect the attitudes 
and actions those concerned with the de- 
cisions and operating problems managing 
the business enterprise. These assumptions 
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are implicit most instances, but stating 
them will help set the stage for the in- 
terpretation the marketing management 
concept. 


The Commitment Capital. Every busi- 
ness organization involves commitment 
capital the form money and other as- 
sets. This capital essentially risk capital 
that once the commitment made, 
vided portions the capital can trans- 
ferred, but actual withdrawal capital 
from the firm rarely takes place. 


The Perpetuity Assumption. The day-to- 
day, month-to-month operations most busi- 
ness firms are conducted though they 
were carried forever. This attitude 
characteristic managers, employees, 
suppliers, and customers, and becomes vi- 
tal factor attempt formulate work- 
ing marketing concept. 
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Profit Primary Objective. The char- 
acteristic common all firms that they 
were organized and continuously operate 
with the expectation augmenting the cap- 
ital originally committed the enterprise. 
That say, the dominant objective all 
business enterprises the acquisition 
profit. This motivation universal that 
business called nonprofit nonbusi- 
ness organization other motives are domi- 
nant organization which capital has 
been committed. 


Something for Sale. Every business or- 
ganization has something for sale. The firm 
expects attempts increase its original 
capital through the sale its offering 
customers sucn prices and such volume 
that the total revenues exceed the total ex- 
penses incurred. 


Revenues Relative Costs Incurred. Ev- 
ery item cost expense involves com- 
mitment the firm’s capital. Some com- 
mitments are hopefully regarded tempo- 
rary, while others must regarded 
permanent semipermanent because re- 
coupment from revenues must 
over long periods time. This suggests one 
way considering costs, namely whether 
not the commitment can regarded 
being functionally related output and rev- 
enues. This the fixed-variable way 
looking costs. 


This view leads consideration in- 
cremental relationships between costs and 
revenues, and the general rule that any ad- 
dition total cost should made only 
revenue additions larger than the added cost 
can anticipated with high degree 
certainty. other words, considering the 
acquisition additional revenue, the cost 
commitment necessary should less than 
the anticipated revenue. Given this assump- 
tion, follows that, between two alternative 
incremental expenditures equal size, the 
alternative which will yield the largest in- 
crement revenue has first preference. 


FUNCTIONAL AREAS 


The marketing management concept recog- 
nizes the existence three major deci- 
sion-making areas: finance, production, and 
marketing. The finance function concerned 
with the acquisition additional capital 
from outside sources, with 
sources specific functions and subfunc- 
tions within the firm, with measurement 
performance the whole firm and sec- 
tions the firm, and with distribution 
profits owners. The production area’s 
primary tasks are the preparation acquisi- 
tion the firm’s offering and preparation 
the offering for sale. The task the market- 
ing area “establishing, maintaining and 
expanding relations the firm and its 
customers which will result sales such 
volume and such prices that total revenues 
will exceed total 


Specifically, the marketing function cen- 
ters around the marketing program, which 
involves seven correlated parts: 

The offering the firm 

Prices which the offering presented 

customers 

The channels distribution and the institu- 

tions through which goods are made available 

customers 

Advertising and promotional programs 

Direct personal selling activities 

Credit policies 

Logistics supply product. 

These seven elements interact intricately 
with each other the marketing function 
that single element can altered with- 
out affecting the others. 


THE MARKETING JOB 


the maximum operative level, the task 
the marketing area provide direction 
for every function the firm. Thus de- 
cision will made without consideration 
its possible impact upon the effectiveness 
the marketing function. view the in- 
terrelation among finance, production, and 
marketing, any decision the budget, prod- 
uct change design, pricing credit 
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policy that will clearly impair the firm’s 
marketing operations will 
when other considerations are imperative. 

firm adopting the marketing manage- 
ment concept basic guide its opera- 
tions will plan its marketing strategy and 
implement the strategy with appropriate 
tactics. Its profit goals and its marketing 
program will planned light its mar- 
ket situation, which involves customers and 
potential customers, competitors, its 
own man-power and financial resources. 
will consider cost and revenue relationships 
particularly from the incremental point 
view and will evaluate budget proposals 
the basis opportunity costs. 


pts Marke ting Manage ment 


the marketing management concept has 
developed, three subconcepts—customer ori- 
entation, market segmentation, and product 
differentiation—have become 
ciated with it. 


Customer orientation involves attempt 
view every aspect the relationship be- 
tween the firm and its actual and potential 
customers from the customers’ point view. 
The objective eliminate aspects the 
marketing program that impair the differ- 
ential advantage which the firm may have 
achieved and bolster those parts that en- 
hance it. 


Market concept that de- 
velops logically from the idea customer 
orientation. When the relationship between 
the firm and its customers surveyed from 
the customers’ point view, quickly be- 
comes apparent that different customers 
have different problems and therefore per- 
ceive the relationship between the firm and 
themselves different ways. When the mem- 
bers group customers are sufficiently 
alike their problems and can generate 
large enough volume sales, may 
profitable treat them separate market 
segment and provide marketing program 
whole part designed give the firm 
profit advantage. 
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Product differentiation term that has 
been the vocabulary economics and 
marketing for over generation. The origi- 
nal implication was the altering general 
product minor major ways achieve 
specific identification the product varia- 
tion with the individual firm. Under the 
marketing management concept, this origi- 
nal implication has been extended involve 
not only differentiation from other firms but 
differentiation toward particular groups 
customers. 
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Implementation the marketing manage- 
ment concept places premium more and 
better information for those who must plan 
and execute the marketing program. Infor- 
mation required for setting specific goals 
and subgoals, well for making decisions 
the various parts the program. 

Faster and better feedback market in- 
formation and the result current opera- 
tions also required that weak spots may 
discovered early and unexpected oppor- 
tunities exploited more completely. Infor- 
mation may also needed formulate 
remedial action. Information requiring spe- 
cial attention includes forecasts 
product demand, share market analysis, 
relative potentials for market segments, and 
analysis sales, gross profit, costs, and con- 
tribution overhead and net profit prod- 
uct line and market segment. 

General information required about the 
whole customer-firm relationship, including 
the part specific products play the lives 
and work customers and competitive 
strengths and weaknesses the firm. Much 
this involves thorough understanding 
consumer behavior. 

Detailed knowledge customer reaction 
products, brands and packaging, pricing, 
and customer action point purchase 
becomes vital developing marketing pro- 
grams. Similarly, much more information 
will required develop effective adver- 
tising programs and other forms promo- 
tion. 
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MARKETING AND THE 
BEHAVIORAL SCIENCES 


STEUART HENDERSON BRITT 


THIS DISCUSSION the relationships be- 
tween marketing and the 
ences will limited the overlap between 
marketing the one hand and psychology, 
sociology, and cultural anthropology the 
other. These are the areas that are most in- 
teresting present-day marketing men who 
are already grounded other social sci- 
ences such economics. 

The degree overlap between marketing 
and the behavioral sciences may exag- 
gerated somewhat many men market- 
ing. Marketing practitioners and marketing 
teachers are likely think that there 
havioral sciences which can lifted out and 
applied marketing problems. 
specific materials applicable marketing 
must searched for, and there the addi- 
tional problem applying these materials 
specific marketing problems. One reason 
for this difficulty that most behavioral 
scientists are not business oriented. Many 
them, fact, are antagonistic toward 
business problems. 

The fundamental job the behavioral sci- 
entist, tries carry truly scientific 
work, satisfy his curiosity experi- 
mental, observational, and statistical meth- 
ods that will advance knowledge, but these 
results will not necessarily produce results 
having practical application. Otherwise, this 
negative aspect part his job. Many be- 
havioral scientists prefer pure, rather 
than applied, research. 

When materials useful marketing men 
are found the literature the behavioral 
sciences, they may utilized two ways, 
both involving what psychologists call trans- 
fer training. The material may applied 
solving specific problem—in this case 
the facts are transferred. the material 
may digested and may affect the attitudes 


marketing this case materials are 
transferred attitudinally. 


spite these limitations, however, 
marketing men should acquainted with 
variety subjects discussed 
ence literature. These include such topics 
social mobility, role expectations 
cultures, occupational 
suasion, conformity, personality, stereotyp- 
ing, imagery, culture, motivation, leadership, 
and communication. This material exists 
books, monographs, and articles, and 
many different languages. 


The marketing man must decide which 
materials can used with reference top- 
ics marketing. For example, there little 
material the social sciences appli- 
cable transportation, storage and ware- 
housing, wholesaling, channels distri- 
bution. However, great many ideas from 
the behavioral sciences are helpful gain- 
ing better understanding consumer mo- 
tivation, consumer behavior, product devel- 
opment, and all phases nonprice compe- 
tition. This does not mean that marketing 
will become science human behavior, 
but that marketing can use psychological 
methods—scientific, observational, 
tistical techniques—to greater extent than 
ever before. 


Aside from the practice marketing, 
which largely art, some aspects 
marketing might eventually become the ba- 
sis science “marketology.” This sci- 
ence would include vast array informa- 
tion that could catalogued and used 
aid future marketing decisions. funda- 
mental problem the differences attitude 
between behavioral scientists and those 
marketing. The sociologist, psychologist, and 
anthropologist have long history re- 
search studies that marketing people not. 
Behavioral scientists, unlike those market- 
ing, have tremendous body theory and 
are divided into various schools thought. 
Behavioral scientists use scientific methods, 
whereas marketing people general not. 
The intent the behavioral scientist 
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advance into new frontiers knowledge; 
marketing people are more interested anal- 
yses what current. Behavioral scien- 
tists are concerned with explanation, market- 
ing people with description. Wherever pos- 
sible, behavioral scientists tend quanti- 
tative; marketing people generally not, 
although there are exceptions the case 
marketing research. 

There are many significant areas the 
behavioral sciences that should investi- 
gated marketing men. the future, 
greater use than ever will made the 
materials from these disciplines, and market- 
ing men and behavioral scientists will co- 
operate considerably more than the past 
problems mutual interest. 


THE APPLICATION RESEARCH 
ADVERTISING 


JOHN COULSON 


JOHN WANAMAKER reported have once 
said: know half advertising 
wasted, but don’t know which Most 
practitioners today agree that much adver- 
tising far less efficient than can 
should be. 

Advertising research the same posi- 
tion; far too much wasted. There are 
several reasons for this. many cases, the 
research has not been carefully related 
the problem. Researchers and their clients, 
the advertising men, not have the problem 
clearly mind and not understand ex- 
actly how research will help them solve it. 

The advertising man and 
man advertising should put far more 
time and energy defining and redefining the 
problem the start the job. They should 
work together closely that they are com- 
pletely satisfied that the research will an- 
swer the questions, instead being satisfied 
with interesting but not particularly perti- 
nent information. They must force them- 
selves answer the question: Exactly how 
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will use this information and worth 
the money costs? Paul Gerhold, Foote, 
Cone, and Belding, suggests asking further 
question: Will the advertising that results 
from use this research more effective 
than would the creation and approval 
the advertising were the result judg- 
ment alone? you can answer these ques- 
tions, you can proceed with confidence. 

The second reason for waste advertis- 
ing research that research not integrated 
closely enough with the process creating 
the ads. Timing essential. Research 
advertising must start the very inception 
strategy. tightly integrated research pro- 
gram needed that proceeds step step, 
one premise growing from another, until 
strong fabric information developed, 
which makes possible interpret each 
new piece research intelligently. 

program research that will help 
develop better advertising will include re- 
search make sure the advertising fits the 
company’s brand’s market problems. This 
requires careful examination all facets 
the economics the market and the 
brand’s position the market, including 
such questions as: 

Where would any new business come from 

competitors, other products, new consumers, 
people who now use the product using more 
it? 

How profitable the product? one that 

worth pushing? 

What jobs the advertising expected per- 

form getting and maintaining distribution, 


stimulating salesmen, maintaining promotion, 
building company reputation? 


should also define the market 
that the advertiser can direct the advertis- 
ing the right people. Who, terms age, 
sex, social class, education, geographic loca- 
tion and city size, and race uses the product? 
Who are the heavy users? Who buys? Who 
influences the purchaser? Who are the people 
who are most apt switch brands? Locating 
the target market affects not only the media 
and the message used the advertising 
but also any future research. 
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Research should attempt find the strong- 
est message about the product that can 
delivered the advertising. The following 
steps should taken: 


analysis should made the physical 
product itself, its origin, history, chemistry, 
physical characteristics, 
manufacturing process, and packaging. analy- 
sis should also made competitive products 
determine real differences. 

study consumer attitudes about the prod- 
uct-—real imagined advantages and disadvan- 
tages—should made. 

study should made consumer’s behavior 
with the product—how uses from the time 
home and preparing it, using, and disposing it. 
This will tell how advertising can better inte- 
grate our products into the consumer’s life. 
The social factors related the product, the 
kinds people the consumer sees using the 
product, and its brand image should investi- 
gated. 

The relevant symbology the product should 
established. 


Research should carried while the 
advertising being developed. Here speed 
and flexibility are essential, since creative 
people work quickly and are intolerant 
delay. 

Research undertaken before run 
should make reasonably certain that each 
commercial has the intended effect. 
This, however, where most research fails. 
The harsh fact that cannot predeter- 
mine the selling effectiveness 
commercial before run. However, 
can speculate how advertising works. 
This may done means two-part 
model consisting what said (the mes- 
sage) and how communicated. Research 
advertising before runs seeks answer 
not how much product the will sell, but 
how the advertising performs terms 
its attention value and its ability com- 
municate, and how well the message 
retained. 

The final step advertising research 
program takes place after the advertising 
has run and seeks determine how well 
does the market place. The ultimate 
measure advertising sales. However, 


for many products, sales are affected 
many factors other than advertising that 
clear relationships between advertising and 
sales cannot found, even with the most 
sophisticated operations research techniques. 
result, success determined surveys 
measuring changes con- 
sumers’ attitudes, and buying intentions and 
behavior. 

Much advertising research wasted be- 
cause the problem communicating re- 
search findings. Advertising extremely 
complicated process. Research advertising 
often fails because either oversimplified 
overcomplicated. Obviously, both these 
dangers must studiously avoided. 

One final point regarding the creation 
advertising: Burnett says, 
someone has get out the ad.” very 
difficult produce something that the 
same time fresh, provocative, interesting, 
and pertinent, and that will sell merchandise. 
cannot engineer great ads, although 
can engineer safe ones that copy other safe 
ads. Engineering based deductive 
reasoning, but the essence creativity 
inductive reasoning—finding new 


Ships between ideas. Bronowski, emi- 


nent British scientist, recently stated: 


“We expect artists well scientists 
forward-looking, fly the face what 
established and create not what acceptable 
but what will become accepted. scientific 
theory cannot constructed from the facts 
any procedure which can laid down ad- 
vance, for machine. the man who 
makes the theory, may seem inevitable 
the ending must have seemed 
Shakespeare. But the theory inevitable only 
person, among the alternatives which are open 


truly creative person should not 
fenced with research rules and procedures, 
but nourished with facts and information. 
The only requirements should that his 
ads what expects them and fit 
the needs the market. 


CCLXXIV (Jan. 13, 1961), 26-27. 
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THE APPLICATION RESEARCH 
SELLING AND SALES PROMOTION 


JOHN COULSON 


INTEREST the field research sell- 
ing and sales promotion built the firm 
conviction that advertising does not work 
vacuum. Despite the tremendous power 
advertising, there much more moving 
merchandise than merely advertising it. This 
true self-service, and even more 
true the so-called shopping goods. 


Many years ago, studies appliances 
McGraw-Hill, was estimated that 
good floor salesman could persuade more 
than per cent the customers who came 
have done several studies this area 
placing our investigators the appliance 
sales floors act salespersons and ob- 
serve what takes place. 


According these studies, the housewife 
who usually shoulders the job picking the 
brand appliance does not understand 
its mechanism. Neither does her husband, 
wonder that style and design are impor- 
tant, for here, least, something the hus- 
band can have opinion about. told, 
however, that there considerable worry 
even this score. What Dichter calls the 
“misery choice” heightened the fear 
making mistake, getting stuck with 
lemon. 

result, the prospective buyer asks his 
friends, looks ads, perhaps goes con- 
sumer reports. Generally, the consumer tries 
shift the burden responsibility. is, 
our psychologists tell us, looking for au- 
thority figure, and for great many people, 
the best authority figure, certainly the most 
available, the floor salesman. 

However, the customer feels that can- 
not trust the floor salesman altogether. 
When interviewed, the customer says that 
other people may influenced smooth- 
talking salesmen, but that makes his 
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own mind the basis inspection and 
information. This not the case, however. 
The customer does not want information; 
wants evaluation. some point the sale, 
the salesperson asked for his opinion 
which appliance best. 

Occasionally the customer comes into the 
store knowing exactly what wants, al- 
though more often than not has more than 
one acceptable brand mind. makes 
his mind sometime during the selling period. 
Often, tests the salesman; asks ques- 
tions about the merchandise, and will also 
check the salesman’s motives, looking for 
evidence his sincerity and trustworthi- 
ness. reassured, will make friends 
order get the salesman his side and 
deal with him personal friendly basis. 
After convincing himself that the salesman 
his friend, will take the salesman’s 
advice. 

Because the crucial role the sales- 
man, manufacturers are spending large 
amounts money convince salesmen 
the merits their products, and many or- 
ganizations make regular checks see how 
they are progressing this area. The stand- 
ard mechanism for measuring progress the 
shopping survey. Field investigators are 
sent pose customers and report 
how the salesman steers them. some oc- 
casions, male and female investigators work 
together, posing man and wife. This has 
proved most successful because sales- 
men realize that woman alone not ready 
complete sale. regular annual semi- 
annual shopping survey can very worth- 
while project. 

addition researching the retail situ- 
ation from the point view the manufac- 
turer, well for the manufacturer lis- 
ten complaints from the retailers about 
himself. This procedure called trade sur- 
vey, and often run conjunction with 
shopping surveys. The purpose the trade 
survey determine how the trade re- 
acting firm’s marketing policies, com- 
pared with the policies competing firm. 
Some the elements usually covered relate 
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product attitudes (operation, design, 
service, durability, and consumer appeal), 
sales effort (coverage, how well the sales- 
man tells his story, and frequency call), 
promotional activity (PM’s, Spiffs, and con- 
sumer promotions, display materials, dis- 
play allowances, and contests and deals), ad- 
vertising activity (cooperative advertising, 
local effort, and amount and quality na- 
tional effort), pricing and margins, and 
company reputation. Although this par- 
tial list, contains more than all dealers will 
supply. 

Trade surveys have been found most 
successful when those making the survey 
work pairs. The surveys are kept 
informal basis and are frequently scheduled 
for lunch coffee break. 

Other techniques for gathering data in- 
clude mail and phone surveys. have con- 
ducted several mail surveys and have found 
that, with the proper incentive small pre- 
mium), can get many per cent 
returns. have also conducted surprising- 
extended interviews phone, calling long 
distance from Chicago dealers 
the country. Cooperation excellent, and 
this method far less expensive than 
ing trained investigators the stoves. 

Research sales promotions should not 
neglected. the mass merchandising 
field, major measurement point-of-sale 
materials whether not they are used. 
has been said that many half the 
major point-of-sales pieces distributed 
see the light day the stores. Another 
area for sales promotion research the effec- 
tiveness store display materials terms 
their visibility. have made studies 
point-of-sale materials similar display 
studies. 

Contests are important selling device 
for many our clients, and have oc- 
casionally had the assignment determin- 
ing advance which several contests was 
best. Two elements qualify for research 
analyzing contests: the prize structure and 
the nature the contest itself. Self-liqui- 
dating consumer premiums very old area 


for research. Here ask for alternative 
premiums, present them potential cus- 
tomers—people who send for premiums— 
and ask for selection. view these tests 
practical, speedy, rough screener. 


Price promotions and other special in- 
ducements present different problem. The 
question here whether they lead addi- 
tional business merely replace volume the 
brand already has. The best information 
work with family history information 
from consumer panels; from it, can de- 
termine who bought promotion merchandise, 
whether they did did not buy previous 
periods, and whether they did did not re- 
buy after the deal was closed. 


THE APPLICATION RESEARCH 
PRODUCT DEVELOPMENT 


EDMUND FAISON 


THE evolution new product, research 
plays important role from the first glim- 
mer idea the final question, 
ahead and market Even then, 
the marketer cannot sit back and relax. The 
product must continuously appraised 
the place forestall trouble caused 
changing tastes and new competitive 
products. 


The basics research for domestic and 
international marketing are the same—the 
consumer the guinea pig. However, since 
the attitudes and tastes the guinea pig 
vary not only from country country but 
from area area any one country, re- 
search must conducted the proposed 
actual marketing areas the particular 
product. 

The first step the development prod- 
uct the development ideas. Ideas can 
come from anywhere, preliminary 
screening rough ideas usually done 
judgment basis. When several product 
ideas have been selected, research can 
called evaluate them. 
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The first step this secondary screening 
making rough estimate market po- 
tential. considering new flavor cake 
mix, the following questions might arise: 
How many people eat cake? How many 
these use cake mixes? the new flavor gen- 
erally favorite? the product concept has 
apparently profitable market potential, 
then subjected marketing research co- 
ordinated with technical product research. 
this process, preliminary consumer test- 
ing various formulas designs takes 
place. the case new automobile de- 
sign, for example, photographs 
mock-ups can taken the consumer for 
testing attitudes toward the alternative de- 
signs. Design distinctiveness can tested 
with laboratory instruments such the 
flash meter tachistoscope. Taste tests and 
blind product-use tests can used for test- 
ing alternative product formulations such 


Once the formulation design new 
product fairly well set, the evolution 
marketing strategy begins. 
selection name (“Cape Cod,” for ex- 
ample, might good name for seafood 
product but not for candy bar) and de- 
cision the basic advertising and sales pro- 
motion approach and the package design 
(the package design part the advertis- 
ing). Marketing strategy also includes decid- 
ing distribution channels and selling 
strategy. 


Test marketing the next step. For the 
first time, the product put into actual 
buying conditions. Test marketing proce- 
dures are used not only find out Mrs. 
Jones will put out money for the product, 
but find out from Mrs. Jones she 
sufficiently satisfied with buy again, 
and these procedures will also reveal any 
wrinkles the formula, instructions for use, 
promotion, which could eliminated 
before national distribution undertaken. 
the product survives this test, prepara- 
tion for full-scale introduction begun. This 
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involves all departments the company from 
production and advertising finance and 
involves close cooperation among them. 


Following national introduction, close 
watch must kept sales and, addition, 
advertising and consumer research must 
continued. Research crystal ball opera- 
tion. Predictions consumer interest—and 
purchase—can never 100 per cent ac- 
curate. The most carefully researched prod- 
uct can fall flat its face because 
change consumer tastes change 
competitive products. 


There standing still marketing. 
The producer product must continually 
move ahead fall behind, and research 
the best insurance that will move ahead. 
particularly important for com- 
panies selling internationally. The snowball- 
ing importance self-service Europe, for 
example, increases the importance pre- 
packaged advertised goods. However, many 
exporter has found out his financial 
pain that what acceptable one country 
product, package, and advertising ap- 
proach unacceptable another country 
with different tastes and customs. 
effective, research must conducted the 
market which the product sold. 


example the variety acceptability 
the fact that see-through plastic packages 
are well accepted England, but considered 
Cookies, for example, once plastic-packaged 
France, are now wrapped foil. Dif- 
ferences, too, result some difficulties with 
names. Names that are innocent 
one country can have unpleasant connota- 
tions another. There are also differences 
eating habits—for example, the French 
eat pastries, not cake. 


Marketing research know-how very 
advanced Europe—on par with the 
Exporters would well consult with 
local marketing research company before 
making any attempt market packaged 
product European country. 


MARKETS: RESEARCH 


THE APPLICATION RESEARCH 
PACKAGING 


EDMUND FAISON 


THE PACKAGE design great importance 
marketing mass-produced products: 
the point-of-sale advertisement. provides 
the last sales talk and instructions for use, 
and competes directly with the products 
other companies. 

Package design research very useful 
determining the success four key 

Visibility—Is the package easily distinguished 

the visual competition actual shelf 

Content communication—Does the package 

quickly signal the nature its contents? 

Psychological connotations—Does the package 

have image that consistent with the product 

marketing strategy? 

Function—Is the package easy open, close, 


and store? Does adequately protect its 
contents? 


Package design research cannot tell how 
produce the best package. There 
“best” package. was decided that the 
ideal label for can beans 
printing white oval against red back- 
ground, and all bean canners packaged their 
beans thus, the result would utter 
confusion. 

Package design research makes only com- 
measurements. Beware the package 
design research group which offers con- 
clusions that beyond the data. Sound re- 
search will not come with recommenda- 
tion such as, “Make the background yellow 
and your package will better.” 


The visibility package design when 
great importance. Mass display impact can 
measured both stores and the lab- 
oratory. in-store tests, the product one 
design placed one group stores, an- 
other design another group, and records 
are kept purchases. speed results 
sometimes use forced sale coupon test, 
which coupons good for, say .20 off 


product category, are handed out the 
entrance supermarket. one such test, 
one package design for frozen Chinese 
food outdrew another design more than 
per cent. 

Find-time tests are another technique that 
can used store. The subject given 
shopping list and timed how long 
takes find particular product. Photo 
techniques are also very useful determin- 
ing mass display impact. For example, 
movies taken from moving base view su- 
permarket shelves just shopper might 
she walks through the store. Viewers 
these movies are asked recall what brands 
they saw. Another photo technique utilizes 
package design some 
are flashed before groups respondents. 
Again, respondents are asked recall what 
they saw. 

Content communication measured 
various techniques. One flash photo- 
graph product and ask what contains. 
such test cake flour package, 
per cent the housewives the test 
thought contained cake mix. another 
case, uncooked spaghetti was thought 
heat-and-serve product per cent 
the respondents. 

Even though package rates high mass 
display impact and clearly indicates the na- 
ture its contents, can fail for other rea- 
sons. connotations—or 
image—created the mind consumer 
the package design can make break 
product. paper napkin package might 
both visible and communicative yet fail 
connote softness—if softness should prove 

variety tests, ranging from simple 
paper-and-pencil check-off tests depth in- 
terviews, available determine the psy- 
chological connotations package design. 
Since the psychological connotations de- 
sign must tie with the desirability 
product’s attributes, both must tested. 
useful preliminary this type testing 
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the group interview which housewives 
some other group are encouraged talk 
freely about product category. the sub- 
ject, for example, paper napkins and 
softness “good thing” factor, the 
relative importance this attribute can 
determined later research. softness 
turns out important factor, then the 
package must connote softness, and perhaps 
even feel soft. 

addition these mass display, content 
communication, and psychological connota- 
tion research techniques, laboratory instru- 
ments are used measure legibility and 
visibility individual elements pack- 
age design. These instruments include the 


following: 


Angle meter—Packages are often viewed 
angle from supermarket aisle. what 
angle can package recognized? 

Threshold illumination meter—This instrument 
tests the readability type faces system- 
atically blocking out the amount light fall- 
ing package. The less light required read 
word, the more legible is. 

Color-form meter—Systematic blurring 
package, seen through the viewer, measures 
the strength design. Highly contrasting 
colors and definite shapes hold their visual iden- 
tity better than complicated delicate designs. 
Distance meter—This instrument measures the 
distance which package can recognized 
various copy elements read. 

Apparent size meter—Of two packages 
identical size and shape, one may appear larger 
because design. This instrument measures the 
apparent size. 

Angular reflectance meter—Visibility resulting 
from “shine” tested this instrument, which 
compares different designs and materials all 
angles reflection. 

Design dominance designs 
are placed this instrument that the viewer 
sees one design with one eye, the other design 
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with the other eye. The two designs are super- 
imposed the viewer’s vision, and the more 
dominant design will “seen.” Alternating the 
positions the packages eliminates dominance 
caused the relative strength the 
eyes. 

Package function can tested homes. 
the package annoying open, slippery 
when wet, these points should discovered 
before the product goes the market. Pack- 
age function can also tested with such de- 
vices hidden camera that records the 
degree difficulty opening various types 
packages. 

This somewhat sketchy run-down 
package design research techniques. Even 
time permitted complete listing and ex- 
planation all the tests currently used, 
that list would incomplete tomorrow. 
our own company, for example, con- 
tinually devise new techniques for special 
problems. addition, none these tests 
sufficient itself. one test set tests 
can applied indiscriminately any given 
package design problem. Previous informa- 
tion and experience must considered be- 
fore research techniques are selected for 
project. 

Nor are tests all that needed. Judgment 
must used both evaluating the results 
and making decisions based the results. 
Research results guide the manufacturer 
deciding discard, modify, keep old 
package, and choosing between alternative 
new designs. They also serve guide for 
the package designer. Package design re- 
search “this what you should do” 
cutting the risks involved marketing 

product. 
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PRODUCTION 


SUMMARY 


JOHN MAGEE 


TOO many years ago, production plan- 
ning was little interest marketing peo- 
ple. Today, however, many marketing men 
are coming recognize that production plan- 
ning important the total logistic prob- 
lem producing and distributing goods 
successfully competitive markets. Our dis- 
cussions here are concerned with the ele- 
ments this problem—the plant’s supplier, 
the various stages production, and the 
channels distribution customers. 

The subject production planning could 
approached from various points view— 
procedures, organization, policy. 


should not concentrate entirely any one 
these, but should consider each one its 


PLANNING 


relationship the total logistic problem. 
While organization, procedures, and “hard- 
ware” are all important production plan- 
ning, the concept production planning 
process most important. This process 
should designed determine what, how 
much, and when produce the light 
market opportunities forecasts. 


PLANNING FUNCTIONS 


The first concept central the production 
planning process that inventory 
cushion that absorbs pressures arising 
from various sources the business. The in- 
ventory interrupts the physical flow from 
supply use, permitting more flexibility 
and economy the flow goods. The inven- 
tory tends absorb shocks pressures 
arising adjacent stages the logistic sys- 
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FIGURE 


Pressures Inventory 


Financial 
capital management 
pressure 


User 
pressure 


Supplier 
pressure 


Inventory 


item 


tem. Figure pressures are shown aris- 
ing from the supplier and the user sides 
the inventory well from the financial 
side (capital management). 

the supply side inventory, pres- 
sures are normally the direction in- 
creasing the average size the inventory. 
the item purchased, economies quan- 
tity buying and incoming freight charges, 
vell receiving, handling, and paper-work 
costs, encourage larger and fewer orders. 
the item produced, the economies larger 
and fewer lot runs also result pressures 
for larger average inventory. the user 
side, too, the pressures arising the com- 
petitive marketplace tend increase the av- 
erage size the inventory order pro- 
vide quick service customers. This true 
regardless where the inventory the 
many stages supply from the dealer back 
through field and factory warehouses and 
production stages. 

Finally, offsetting the supplier and user 
pressures that tend increase the average 
size the inventory financial pressure 
from above. Inventory investment that 
carries with ownership costs. While 
turns over more rapidly than investment 
equipment, nevertheless, the inventory 
owned all times, ana has carrying cost 
that must reckoned with. Inventory must 
compete with all other assets for the com- 
pany’s limited supply capital. 

The major function the production 
planning process achieve reasonable 
balance between the three sets pressures 
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bearing inventories throughout the vari- 
ous stages production. Furthermore, these 
production stages are followed the total 
logistic system supply the stages 
distribution represented regional ware- 
houses, field warehouses, and dealers selling 
the ultimate user. Effective production 
planning must take into account the pres- 
sures exerted the production stages 
the distribution stages. attempting 
achieve reasonable balance between the 
conflicting pressures exerted inventory, 
production planning reconciles marketing 
and production with financial objectives and 
interests. 


THE NATURE INVENTORIES 


Inventories perform various functions and 
may classified according function 
performed. 

Process inventories must hand 
fulfill user requirements while additional 
stock being purchased, produced, pack- 
aged, transported. 


Organization inventories organiza- 
tion—the more these carried between 
stages the manufacturing-distribution 
process, the less coordination needed 
keep the total process running smoothly. 
However, inventories are already being 
used efficiently, they can reduced only 
the expense greater organization effort 
and cost, that is, greater scheduling effort 
keep successive stages balance, and 
greater expediting effort and cost elimi- 
nate the difficulties that unforeseen events 
may cause. 

Despite superficial differences among busi- 
nesses and the characteristics organiza- 
tion inventories they maintain, three types 
this inventory are basic. 

Lot-size inventories permit flexibility 
the operations the supply side and the use 
side the inventory separating these 
functions. These inventories exist wherever 
the supply side wants buy produce 
larger amounts than the user needs. The 
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fixed cost acquiring lot any size cre- 
ates pressure acquire large lots order 
write off this cost. 


Fluctuation inventories exist wherever 
there delay the reaction changes 
user requirements. Customer service may 
maintained the face delayed supply 
carrying this type inventory, which 
frequently called safety stock. The greater 
the delay reacting changes user re- 
quirements, the larger the safety stock 
should be. Also, the greater the maximum 
deviation from mean expected user require- 
ments, the larger the fluctuation stock should 


Anticipation inventories provide for an- 
ticipated fluctuations user requirements. 
Examples include goods sold 
markets, goods for which materials may 
only seasonally acquired—for example, to- 
matoes for canning—or surge output for 
simultaneous sales promotion widespread 
markets. 

all these types inventories, the 
various pressures from the supply side, the 
user side, and from financial management 
must reconciled the production plan- 
ning process. 


THE RECONCILING FUNCTION 


general discussion organization for 
performing the reconciling function brought 
out several points. 

First, central organization unit with 
authority make reconciling decisions 
both the production and distribution systems 
would practically run the company, partic- 
ularly this unit had authority decide 
physical capacities all production and dis- 
tribution stages. 


Second, companies tend hold the clas- 
sical division marketing, production, and 
finance organization units and expect the 
units work together where necessary 
accomplish the reconciling function. This 
may done through formal communica- 
tions, through committee action, infor- 


mally. any case, the prerequisite for suc- 
cessful reconciliation pressures un- 
derstanding all factors involved and how 
they operate support over-all company 
success. Thus, training the decision-mak- 
ers each the three classical organiza- 
tion units essential. All the decision- 
makers must understand the central ques- 
tions involved: What the cost customer 
service failure? How fast can production 
react changes user requirements? How 
much production organization, precision 
control, can achieved? How much 
capital tied inventory worth? 

The answers bear directly the main 
question: How much should invested 
inventory best reconcile supplier and user 
pressures? 


Third, the following points were made 
discussion the appropriate level 
central organization unit: The level should 
quite high, but the exact location would 
depend great extent upon full under- 
standing the central questions and the 
cooperativeness the executives whom 
this production planning group reports. Dis- 
agreement any level would have re- 
solved the executives the next level. 


Fourth, does not have authority 
make decisions the physical capacity 
the various stages production and distri- 
bution, the organization unit will success- 
fully operate lower level the manage- 
ment group. 


Fifth, the level which the central pro- 
duction planning unit operates may change 
with time. When first set up, may report 
top management, only for the purpose 
bringing the issues top management 
attention for prompt policy decisions. Once 
top management fully cognizant the is- 
sues and policies are established cover 
them, the central planning unit may report 
lower level the organization. Much de- 
pends upon having personnel with the ap- 
propriate skills the central planning unit, 
and upon top and lower management’s hav- 
ing confidence the unit. Evans’ description 
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the growth phases the central planning 
department for his company’s fourteen glass 
plants illustrated these points. 

Sixth, company where the chief op- 
erating executive’s background and 
pal interest are one the basic functions, 
such sales, may necessary for the 
central planning unit report commit- 
tee composed those charge produc- 
tion, marketing, and finance, which reports 
directly the chief executive. this way, 
there greater assurance that all pressures 
will appropriately reconciled. 

Seventh, whenever the pressures cannot 
resolved one level, the real contribution 
the central planning group provid- 
ing information the costs alternatives 
for higher-level decision. 

William Naumann, vice-president 
Caterpillar Tractor Co., who has adminis- 
trative direction the nine domestic plant 
operations, made the following points des- 
cribing his company’s production planning 
process: 

Plant end items, original 
equipment such tractors and attachments, 
are scheduled central planning group 
the company’s main offices. Replacement 
parts are scheduled central planning 
group the Parts and Service Division. 

Piece parts required meet plant sched- 
ules are scheduled the plant organization 
level—in other words, this scheduling 
decentralized. 

The centralized product scheduling func- 
tion initiated Department Business 
Research. 

Plant master (end item) schedules are 
developed the business research group, 
which works with Naumann’s office level 
individual plant loads while reconciling the 
various pressures inventory. Plant man- 
power plans are established this process. 

Reconciliation the various conflicting 
pressures, stressed earlier the central 
function the production planning process, 
accomplished consultation with the var- 
ious organization units involved, such 
finance, employee relations, sales, and indus- 
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trial relations. sense, the organization 
chart thrown away. The chiefs all or- 
ganization units concerned are familiar with 
the problems requiring reconciliation, are 
close proximity each other (communica- 
tion channels are short, informal, and effec- 
tive), and have proven their ability work 
together. 

Discussion Naumann’s comments cen- 
tered policies concerning centralized pur- 
chasing and avoiding increased overhead 
charges caused scientific planning and 
control. The main points this discussion 
were follows: 


centralized purchasing group the 
company places orders for all nine plants 
certain standard materials 
directly these plants. All other materials 
are acquired each plant’s decentralized 
purchasing group operating according 
general policy established headquarters. 


All major purchased items are under 
frequent review determine whether local 
centralized control desirable. diffi- 
cult generalize about centralized versus 
decentralized procurement items. The fi- 
nal decision each item usually turns 
conditions unique that item. The impor- 
tant point that the status each item 
reviewed frequently, since conditions change 
often competitive supply markets. This 
means keeping close touch with supply 
well use conditions. 


Concerning increasing overhead charges 
for more scientific production scheduling and 
control, including the use mathematical 
models, was pointed out that National 
Industrial Conference Board studies yield 
strong evidence that the higher overhead 
costs American firms result higher 
productivity, which means that total cost per 
unit output higher than European 
firms. The total cost per unit output 
the relevant measure. Figure illustrates 
the economics involved. 

The problem described Figure one 
finding the amount organization effort 
(overhead) that will result lowest total 
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FIGURE 


Organization Effort (Overhead) 


DOLLARS 


OVERHEAD ORGANIZATION 


A—Optimum organization (overhead) 
(1)—Cost organization effort (overhead) 
(2)—Total direct cost 


cost. More overhead cost (curve will 
usually result lower total direct cost 
(curve 2). Total direct cost the sum 
direct manufacturing, selling, inventory car- 
rying, and service failure (stock-out) costs. 
certain point, increased overhead 
cost will reduce total cost through improved 
productivity. Beyond this point diminish- 
ing returns, increased overhead will cause 
total cost increase. 


The cost elements Figure can 
found through statistical treatment ac- 
counting data but will usually shift with 
changes the level output, often making 
costly maintain up-to-date cost data. 
This, together with the fact that even sta- 
tistical treatment data service failure 
costs involves careful judgment, 
tends lower the usefulness mathemati- 
cal models production planning. The main 
point that full understanding the 
philosophy behind mathematical models (and 


their graphic equivalents) will result bet- 
ter judgment. 

Evans presented his company’s approach 
the problem forecasting and scheduling 
production replacement windshields for 
old model automobiles. These are stocked 
large number depots well the 
producing factories, and service failures can- 
not averted without carrying excessively 
costly inventories or, alternately, spending 
the time and money for good forecasting 
and scheduling job. The department found 
way use available data past automo- 
bile sales year and model forecast quite 
accurately the annual, well seasonal, 
demand for particular models windshields. 
was found that the large volume data 
processing involved could efficiently han- 
dled electronic computer. expected 
that this system will eliminate service fail- 
ures almost entirely while sharply reducing 
factory and depot inventories. 


INFLUENCE FORECASTING 


Four major points were brought out dis- 
cussion the role forecasting and its in- 
fluence the production planning process. 


Although some marketing insist that 
forecasts for the demand for their products 
are impossible make, nevertheless fore- 
casts are necessary and are made some- 
one the company, not marketing 
personnel. 


Since production procurement takes 
time, someone must decide advance ac- 
tual demand the amount that will de- 
manded, unless excessively costly stocks 
all end items the product line are 
carried preclude stock-outs service 
failure higher than competitive rates. 
Capital management pressure will usually 
result more emphasis better forecast- 
ing. 

The necessity for detailed forecasting 
demand diminished flexibility plant 
processes. This permits forecasting terms 
process hours rather than number end 
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FIGURE 


Representative Distribution Systems 
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items. The former type forecast usually 
easier make than the latter. And from the 
production viewpoint, all that available 
for sale production process hours. 

single-figure forecast not enough 
for scheduling plant operations economically. 
figure mean demand must accom- 
panied figure range maximum 
reasonable demand, service failure 
held competitive level without exces- 
sively costly inventories. The word 
implies that judgment involved. Sta- 
tistical treatment data past demand 
fluctuations ought powerful aid 
making the necessary judgments. 


DISTRIBUTION SYSTEM 


was observed that discussion the phys- 
ical distribution system, including the con- 
tra-system information flow, was good 
means tying together the elements pro- 
duction planning and integrating them with 
the over-all marketing system. This subject 
might well called logistics distri- 

representative distribution system, to- 
gether with various alternative systems, 
shown Figure One alternative the 
existing system the consolidation two 
more field warehouses distributors. 
Another the establishment regional 
warehouse (inventory) service two 
more field warehouses. Still another the 
direct shipment products from the central 
inventory—for example, the factory ware- 
house—to customers. alternative not 
shown Figure would have more 
than one central inventory factory. 

The logistic problem consists essentially 
choosing that alternative combination 
maximizes return total investment over 
the long run—or until market conditions 
change significantly enough call for 
change. 

The inventories carried the distribution 
system represent one investment. The op- 
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FIGURE 


Cost Elements Distribution Alternatives 
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timal distribution system, far inven- 
tories are concerned, one that minimizes 
the total cost its operation. The variable 
costs operation are costs carrying inven- 
tories, transportation, customer service fail- 
ure, communications (data gathering and 
processing), and changing manufacturing 
levels (supplying the central inventory). 


alternative not shown Figure 
and one that may superimposed all al- 
ternatives shown, that having some 
all the products the product line car- 
ried the various stock-points. Introduc- 
tion this variable into the logistics sys- 
tem complicates the problem considerably. 
Obviously, the longer the product line (or 
the greater the proliferation products), 
the more complex the problem. 


dealing with the product line variable, 
useful know the relative contribution 
total sales each fraction the product 
line. The records large number firms 
the consumer and industrial products 
fields demonstrate that relatively small 
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(A)—Total variable cost of handling demand through central 
warehouse 


variable cost handling demand through regional 
warehouses 


(C)—Total variable cost handling demand through local 
warehouses 


D—Break-even point between central (direct) regional 
delivery 


E—Break-even point between regional and local delivery 


fraction the product line accounts for 
large fraction total sales. Figure reveals 
that, while per cent total items 
sold characteristically yield per cent 
total sales, half the items the line ac- 
count for less than per cent total sales. 
the bottom half the product line that 
responsible for much the difficulty, ex- 
pense, and investment involved the distri- 
bution system. complete analysis the 
alternative distribution systems for 
any company, including the portion the 
product line carried each stock-point, re- 
quires data such that shown Figure 

the inventory item transferred 
from field warehouse central ware- 
house, transportation costs will rise the 
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service level—and thus costs—is not 
suffer. That is, faster and normally more 
expensive form transport, such air 
freight, must used. Warehousing costs 
and inventory investment may reduced, 
however, smaller central inventory 
the item will provide the same customer 
service level. 

important aspect the logistics 
distribution systems the response lead 
time involved the system. The time re- 
quirements characteristic all distribution 
systems are processing time, communica- 
tions time, manufacturing time, transporta- 
tion time, and cycle (review) time. The 
longer these periods, the greater the degree 
error forecasting over the total lead 
response time and the higher the level in- 
ventories required cope with this error, 
given the permissible level service failure. 

Techniques exponential smoothing 
demand were discussed connection with 
the derivation set cost curves asso- 
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ciated with various distribution alternatives. 
The alternative with minimum total cost 
can determined from set curves such 
those shown Figure 

Finally, all the variables involved the 
logistics distribution can brought to- 
gether for final decision through process 
analysis such that represented Fig- 
ure 

The main point the discussion the 
logistics distribution was that minimiz- 
ing total cost the relevant criterion, and 
all groups, such transportation, 
production, and marketing, must willing 
raise costs whenever increase will re- 
sult minimizing total variable cost. The 
tendency each functional group mini- 
mize the costs for which responsible 
often works against achieving minimum to- 
tal cost. would seem that only central 
research group, combined with functional 
groups trained the underlying economics 
the whole system, could achieve this goal. 
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INTRODUCTION 


JACK WENTWORTH 


ITS very nature, every company must 
perform some kind sales forecasting 
survive our dynamic economy. The 
value this function the firm will vary 
with the type firm, its size, and its 
markets. Such factors will also determine 
the degree accuracy that needed the 
sales forecast and this, turn, will indicate 
the feasibility establishing formal sales 
forecasting unit. The firm with flexibility 
such factors supply, production, and in- 
ventory does not rely heavily ac- 
curate sales forecast firm with less 
flexibility. Yet, one degree another, 
every firm must make some estimate its 
future sales. This even more important 
this day electronic computers, automation, 
and other technological innovations. Not only 
the world today more complex, but 
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moves faster pace. Thus, wrong deci- 
sion based inaccurate forecast sales 
(or worse yet, forecast all) will 
more costly than ever before. 


its vital role the marketing functions 
the firm, sales forecasting integrated 
with the other elements the marketing 
mix. The sales forecast used the sales 
department helping determine quotas 
and helping salesmen their job; 
the advertising budget can better de- 
termined with the information from ac- 
curate sales forecast. And goes with 
all the marketing elements. 


Two general segments accurate sales 
forecasting must examined any com- 
plete discussion the subject. Since every 
firm must operate our economic environ- 
ment, the first segment economic fore- 
cast. The second segment naturally stems 
from the first and is, course, the industry’s 
firm’s sales forecast. 
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should also mentioned that two time 
periods are involved with both the economic 
and the sales forecasts. The problems 
the short-run forecast, which usually for 
year less, are quite different from those 
‘the long-run forecast. 

The need for sales forecasting unques- 
tionable; the boundaries 
knowledge about the subject are constantly 
being pushed back. Thus, was inevitable 
that this subject should have become 
integrated part this seminar. 


SALES FORECASTING 
OUR ECONOMIC ENVIRONMENT 


CHARLES SCHULTZE 


FORTUNATELY, mine the easy task 
today’s program. have not been assigned 
discuss how evaluate the outlook for the 
ales particular companies, products, 
industries. Rather, are consider some 
the problems that arise forecasting 
the level economic activity 
for judging the possible performance one’s 
own company. There is, course, neat 
mechanical relationship between the general 
business climate and the fortunes 
vidual firms and industries. precisely 
because there are many ways which 
individual company can better (or worse) 
than its industry—and the industry better 
(or worse) than the economy—that forecast- 
ing this level difficult. 

Nevertheless, particular forecasts must 
start out with appraisal the general 
level business activity. The reasons for 
this are obvious. However efficient 
cient and lucky unlucky firm may be, 
must still hire labor, buy equipment, and 
sell goods under conditions that are heavily 
influenced the general pattern business 
activity. 

forecasting general business conditions, 
well making individual company 
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forecasts, the role the economist market 
researcher important, though limited, 
one. essential, think, that the fore- 
caster realize that his not the task 
making fundamental policy decisions 
political evaluations. Rather, his role one 
pointing out the different implications 
various alternative assumptions various 
management judgments. the area fore- 
casting, this means that should pre- 
pared evaluate the results different sets 
assumptions. Though may, course, 
express his own opinion, should not at- 
tempt usurp the role management 
making the fundamental decisions. 

For example, any forecast over-all 
business activity—particularly for the long- 
run—a number key political variables 
must taken into account: taxes, govern- 
ment expenditures, monetary conditions, and 
military policy. The forecaster should pre- 
pared indicate the implications varying 
the assumptions with respect 
cies. must least indicate clearly, when 
makes specific long-run forecast, what 
his own assumptions have been; should 
also prepared describe the modifications 
required his forecast should these assump- 
tions changed. the other hand, this 
sort approach should not overdone. 
Little gained placing before manage- 
ment some fifty sixty alternatives. 
all things, there golden mean—it one 
the arts good forecasting find this 
mean. 

There are two basic kinds economic 
forecasting: the long-run view the nation’s 
economic potential and the short-run cyclical 
forecast. both these areas there have 
been some recent developments economic 
thinking, which may value those 
who are engaged the hazardous occupa- 
tion forecasting. 

LONG-RUN OUTLOOK 
long-run forecast are normally try- 
ing look ahead and see what the productive 


potential the economy might the 
future. assume full employment; 
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not attempt the impossible task trying 
guess, for example, whether the economy 
will operating 1970 full utilization 
its capacity. Rather, our major objective 
see what the capacity level output 
will be. Short-run forecasting, the other 
hand, must concentrate exactly the op- 
posite problem. Between now and the middle 
1962, the most important variable will 
not how much our economic capacity 
grows, but rather how fully utilize exist- 
ing capacity. word, long-run forecasting 
attempts get the growth supply, 
whereas short-term forecasting concentrates 
upon fluctuations demand relative 
supply. 


Inputs and Productivity 


estimate the potential output the 
economy, say ten years ahead, involves es- 
sentially two elements: the growth inputs 
(chiefly labor and capital) and the growth 
productivity (output per unit input). 
Some the most exciting work economics 
recent years involves attempt sepa- 
rate the various input and productivity fac- 
tors responsible for past economic growth. 
Three names are usually associated with 
this work: Robert Solow MIT, John Ken- 
drick the National Bureau Economic 
Research, and Edward Denison the Com- 
mittee for Economic Development. While 
their methods differ and their results are 
not exactly the same, one essential finding 
stands out—the overwhelming importance 
the growth productivity compared 
the growth inputs explaining the his- 
torical growth per capita income the 
United States. 


During the past thirty years, the rate 
growth output per man hour has averaged 
about 2.3 per cent per year. this, only 
about 0.3 0.6 per cent can accounted 
for increased inputs capital per man 
hour. The rest—1.7 2.0 per cent—stems 
from such factors the improved quality 
labor and capital, better technological 
edge, and advances 


niques. turn, the improved quality 
labor inputs stems primarily 
growth education, the sense that 
the average worker today has had far 
more schooling than his father who, turn, 
had far more schooling than his father. 

None this immediately helpful the 
long-term forecaster; however, does em- 
phasize, the one hand, the complexity 
factors determining our long-term growth 
rate and, the other, the difficulty bring- 
ing about substantial changes that growth 
rate. For many years, economists have 
tended regard the input capital the 
major factor behind per capita income 
growth. The more have 
brought the foreground the importance 
technological progress and education. 
striking example this found the post- 
war experience such countries France, 
Germany, and Italy. The existing capital 
stock these nations, particularly Germany, 
was practically destroyed World War II; 
yet the short space fifteen years, their 
over-all output and productivity has soared 
far beyond prewar levels. may over- 
simplify, not really hard for nation 
provide itself with capital. What difficult 
provide the necessary skills, the know- 
how, the technology, and favorable environ- 
ment; without these, investment and 
itself, contributes quite modestly economic 
growth. 

While recent investigations the facts 
behind economic growth have indicated the 
speeding the long-term 
growth rate, should not led into down- 
grading attempts achieve such speed-up. 
Remember the magic compound interest; 
increase the annual rate growth 
from 3.0 3.3 per cent does not sound like 
much, yet per cent increase. Twen- 
years from now, this additional 
0.3 per cent would mean that the 1980 gross 
national product (measured today’s 
prices) would $60 billion higher than 
would with 3.0 per cent growth rate. 
This discussion the factors responsible 
for economic growth may not immedi- 
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ate use the practical forecaster because 
does not tell him what the rate growth 
will be; nevertheless, knowledge these 
considerations should help orient his 
thinking. 


GNP Composition 


The real provision over-all gross 
national product figure, however well-con- 
ceived may be, only the first step 
long-run forecast. Alone, has little use. The 
next step must provide some measure the 
potential composition GNP major cate- 
gories. Only after this done can begin 
relate our long-run economic forecast 
the prospects for the individual company. 


forecasting the composition gross na- 
tional product, one aspect must not over- 
looked; cannot get around making some 
estimate the political climate. Take con- 
sumption expenditures, for example. The 
proportion total gross national product 
that will devoted consumer expendi- 
tures will depend not only the proportion 
disposable income that consumers choose 
spend consumer goods but also the 
proportion total income which goes into 
disposable income. The consumption rate out 
disposable income has tended remain 
reasonably constant over the years and, un- 
der normal circumstances, presents prob- 
lem the forecaster. The real difficulty lies 
estimating what proportion total gross 
national income will flow con- 
sumers. There are two magnitudes involved 
here: first, the proportion total income 
that retained corporations and, second, 
the proportion taken the government 
taxes. Even assume that the percent- 
age total income flowing into corporate 
retained earnings remains unchanged, 
cannot assume that the proportion taken 
the government constant. have pro- 
gressive personal tax system; moreover, un- 
der present tax laws, the level exemptions 
fixed dollar amount. For these reasons, 
the proportion taken taxes will rise in- 
come grows. turn, this implies one (or 
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combination) four results: government 
expenditures must rise percentage 
gross national product, tax rates must 
cut, monetary policy must eased, none 
the above done, full employment will be- 
come increasingly difficult attain. 

Unless are willing assume long-run 
periods substantial unemployment, 
must make some assumption about change 
government policy—it cannot remain the 
same. And, course, the final composition 
gross national product our outlook 
year—say, 1970—will quite different de- 
pending upon which particular policy change 
wish make. While this does not make 
the choice between conflicting possibilities 
easier, least puts notice that 
have choose. 


SHORT-RUN FORECASTS 


Even though closer hand, forecasting 
the short-run outlook much more difficult 
than evaluating the long-term outlook. The 
main problem that our mistakes catch 
with very quickly. know secret 
formula for avoiding such mistakes—putting 
one’s neck the block inherent occu- 
pational hazard. Examining two important 
factors the outlays 
and inventory investment—may help avoid 
the more egregious errors. 


Stability Consumption 


One the striking phenomena the post- 
war period has been the fact that consump- 
tion outlays have declined very little each 
our recessions. 1958, for example, 
GNP fell $16 billion, but consumption only 
billion. The reason for this stability 
consumption does not lie the fact that con- 
sumers have continued spend when their 
income fell; rather, stems from the nota- 
ble fact that their incomes fell scarcely all. 
Put another way, most the decline total 
gross national income during recessions was 
absorbed, not consumers, but other in- 
come recipients. There are three key factors 
involved this. First, retained corporate 
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earnings and corporate profits taxes, which 
together normally account for per 
cent gross national product, absorbed 
per cent the decline gross na- 
tional product during 
leaving personal incomes absorb less than 
half. Second, government transfer payments, 
particularly unemployment compensation, 
tend rise during recessions, offsetting 
good part the drop personal income that 
does occur. Third, the remaining, relatively 
small decline personal income borne 
partly the government; incomes fall, 
taxes fall, that consumers’ after-tax in- 
come declines less than their before-tax 
income. 

the postwar recessions, the combined 
influence these factors has meant that con- 
sumer after-tax income, which normally ac- 
counts for per cent gross national 
product, has absorbed only per cent 
the decline GNP. Small wonder that con- 
sumer outlays have been relatively insensi- 
tive recession influences. 

Unless take this into account, economic 
forecasts based typical short-run Key- 
nesian model are likely overstate the cum- 
ulative impact the economy initial re- 
cession influences. well aware this, 
having learned the hard way, ignoring 
some the factors just described. also 
important know that these factors work 
reverse. Just decline gross national 
product tends have only modest influence 
disposable consumer income, recovery 
gross national product has modest in- 
fluence consumer income upward 
direction. 


Inventory Investment 


The most volatile sector the economy, 
moderate recessions least, inventory in- 
vestment. This component gross national 
product tends fall dramatically during 
recession and rise sharply recovery. The 
standard technique for evaluating the out- 
look for inventory investment work with 
inventory-sales ratios. Recent investigations 
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the influences affecting aggregate inven- 
tory investment, however, have discovered 
the fact (presumably known already most 
businessmen) that the major influence in- 
ventories the relationship between new 
orders and sales. The rate change back- 
logs, other words, the key variable 
watch. Any attempt handle the inventory 
component observing inventory-sales ra- 
tios alone certain understate the fluctu- 
ations inventory 


EVALUATION the over-all state the 
economy cannot stop with estimate 
product. must also compare our forecasts 
actual gross national product with capac- 
ity full-employment gross national prod- 
uct. The current recession, for example, will 
probably one the mildest record 
terms how far have declined from the 
previous peak and how long the recession 
lasted. However, never fully recovered 
from the 1958 recession; unemployment 
1959 and 1960 never fell significantly below 
per cent the labor force. Conversely, 
even fairly rapid recovery during 1961 
would leave well below the economic po- 
tential the nation. 


must concerned with more than just 
the stability gross national product; the 
level around which fluctuates also cru- 
cial importance. determine the employ- 
ment implications our forecast and 
evaluate the long-run strength investment 
demand, important get some idea 
the gap, any, between our forecasted level 
gross national product and its full em- 
ployment level. get for the health, 
prosperity, and general buoyancy business 
conditions, must forecast not only where 
are going, but where are going re- 


1For those who are interested following this up, the follow- 
ing references may Duesenberry, Eckstein, and 
Fromm, Simulation the United States Economy 
Econometrica, XXVIII (Oct., 1960), especially 795- 
800; Darling, Inventory Investment, 
American Economic Review, XLIX (Dec., 1959), 
950-62. 
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lation our potential. new high the 
level gross national product does not it- 
self imply boom economy. may use 
extreme example, the year 1935 was sharply 
higher than the year 1931, but one would 
characterize the 1935 economy one 
vigorous prosperity! 


GENERAL BUSINESS 
AND THE SALES FORECAST 


JAMES RICH 


THE TOTAL amount our gross national 
tistic that sometimes useful business 
forecasting. Our economic environment the 
“ball park” which every firm must play, 
and helpful have rough over-all 
idea the size that ball park. 

However, there tendency over- 
emphasize total gross national product 
estimate the expense detailing the com- 
position that figure. This not say 
that the total not important, but rather, 
that the composition equal, and many 
cases, greater importance. business firm 
prepares short-run forecast, will un- 
doubtedly find that one 
elements the total economic picture will 
particular interest. projection, analysis, 
and understanding these elements, then, 
should integral part any projection 
gross national product. 

light this philosophy, would 
helpful examine the basic structure our 
economy. There is, course, set pattern 
sales forecasting methodology appropriate 
advisable for all industries, much less for 
all firms. However, some general concepts 
can considered. 

First all, gross national product can 
divided into four major parts—consumer 
spending, business investment, government 
spending, and net exports (exports have 
taken new importance the past two 
three years). The first part, consumer 
spending, can subdivided into durables, 
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nondurables, and services, all key elements 
forecasting many end-use products the 
market place. Business investment includes 
spending for producers’ durable equipment 
and all private construction, and the im- 
portant element net inventory change. 
Government spending can also 
down into detail. The kind firm and the 
purpose the forecast will determine how 
many background details are vital ac- 
curate sales forecasting. For example, 
1960, many forecasters made remarkably ac- 
curate estimates total gross national prod- 
uct. However, failure make sufficient 
allowance for inventory change meant that 
the actual sales results often differed sharply 
from the sales forecast. 

The characteristics the firm making the 
forecast determine, great extent, which 
sector most important. However, would 
safe say that most firms most in- 
dustries would either directly indirectly 
interested the consumer area. sales fore- 
cast usually concerned with this area 
either directly—with consumer product— 
indirectly—with consumer information 
general indicator. good example 
the automobile sector consumer durables, 
excellent weather vane for showing how 
people feel about the future. watch 
this sector closely, will find that usually 
reflects the general impression that Ameri- 
can people have about the economy and their 
own well-being. Probably other single 
product demand expresses these attitudes 
adequately. 

move from the general economy 
particular industry product, must 
sharpen our focus and examine specific sec- 
tors still greater detail. fact, the bulk 
the forecasting effort should devoted 
industry-by-industry, market-by-mar- 
ket, and product-by-product analysis. 
this adequately and accurately, must 
give pertinent sectors almost microscopic 
examination. This appraisal must re- 
viewed and revised almost continually 


order keep with rapidly changing 
conditions. 
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Obviously, the next step use the 
market forecast basis for the sales fore- 
the individual company. Here the 
forecaster must incorporate internal data 
provided the sales and accounting records 
the firm. Such factors possible changes 
sales objectives and the development 
new products must also carefully 
considered. 


All other things being equal, one the 
more common techniques for making the 
individual company sales forecast involves 
computation the company’s assumed share 
the market. With reasonable market 
forecast starting point, this rela- 
tively simple, practical, and potentially ac- 
curate method. should pointed out that 
the determination this share the market 
will affected changing competitive con- 
ditions and other random factors. Another 
useful tool developing the firm’s sales 
forecast the analysis patterns incom- 
ing orders. For many types industries, 
the lead time long enough utilize such 
new trends. 


The preceding discussion has been con- 
cerned with the short- rather than long-run 
sales forecasts. However, discussion 
sales forecasting would complete without 
consideration long-run forecasting (be- 
yond one year). long-run forecasting, the 
firm has more time take the necessary 
steps see that market opportunities are 
fully utilized. The successful modern business 
firm will put into effect number ideas, 
programs, innovations that will lift the 
firm its projected level and help 
meet its sales objectives. 

Obviously, there are magic formulas 
tor There is, fact, significant 
gap between the so-called forecasting experts 
and business executives with good common 
sense. However, when forecaster can com- 
bine some the statistical techniques avail- 
able with common sense, the chances 


more usable forecast are 
improved. 


SALES FORECASTING 
SPECIFIC BUSINESS SITUATIONS 


ECKLEY 


Before proceeding the subject the use 
and application sales forecasts 
ness, should like supplement the pre- 
vious discussion sales forecasting with 
some comments two topics. First, may 
helpful summarize the general steps 
involved the preparation sales fore- 
cast any practical situation. And, sec- 
ond, since this international conference, 
some discussion foreign sales forecasting 
may particular relevance and interest. 
Last year, almost half the sales Cater- 
pillar Tractor Co. were made abroad; con- 
sequently, have devoted considerable at- 
tention this side sales forecasting. 


FORECASTING STEPS 


about the state the economy, involves five 
basic steps, and may helpful recog- 
nize them logically separate decisions. 
(Other forecasting methods, based field 
surveys the direct manipulation inter- 
nal company data, may proceed somewhat 
different fashion.) 


forecast various economic ag- 
gregative measures made either the 
sales forecaster himself some outside 
agency. These measures may the index 
industrial production, various GNP com- 
ponents, other economic variables par- 
ticular significance the industry under 
consideration. For example, the construc- 
tion machinery industry, are interested 


changes construction activity. 


relationship between industry sales 


and one economic measure more, obtained 
through regression analysis, may provide 
reasonable expectation industry sales 
during the forecast period. The value 
statistical forecasting equation derives from 
the fact that forces one systematic 
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and precise the logical relationships uti- 
lized; its disadvantage lies the fact that 
often impossible reduce few sim- 
ple statistical relationships all the deter- 
mining factors operating given industry. 


forecast company sales requires 
that the industry forecast reduced the 
company level anticipating the market 
share that the company may expect obtain. 


Sales many types products are 
subject seasonal variation, and the antici- 
pated seasonal pattern must applied 
obtain the actual sales expected quarter 
quarter month month. Computer tech- 
niques (the Shiskin method perhaps the 
best known) have revolutionized the calcula- 
tion seasonal indexes, making rapid and 
improved seasonal indexes readily obtainable. 


Industry sales forecasts usually in- 
volve broad product classes, which must 
broken down reduced product mix 
that has meaning for the management 
company. Product mix expectations are 
pseudoscientific best and obviously involve 
the anticipation changes taste, the ef- 
fect engineering changes, and on. 


FOREIGN SALES 
FORECASTING 


sales forecasting presents some 
unique and rather difficult problems, often 
complicated the paucity information. 
The degree geographical detail required 
usually determined the number and 
location sources supply—whether 
not given foreign market will supplied 
from domestic plants that country 
imports from outside. Lessons learned 
through market research the United 
States are usually applicable the indus- 
trial countries. the case the primary 
commodity exporting countries, the approach 
sales forecasting must substantially 
modified. Their ability import goods from 
the industrial countries usually dependent 
their foreign exchange earnings. 
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Canada most closely resembles the United 
States the type economic information 
available, social structure, and the fact 
that closely related the U.S. economy. 
From the standpoint statistical informa- 
tion, the OEEC countries are relatively well 
covered, although considerable diversity ex- 
ists the compilation detailed informa- 
tion their different governmental organi- 
zations. Moreover, Western 
displayed marked degree independence 
from U.S. business fluctuations during the 
postwar period. Thus, necessary 
make independent analysis economic 
conditions Western Europe order 
arrive proper appraisal probable 
economic change. Japan constitutes another 
relatively unique case. 

For the bulk Latin America, Africa, 
South and Southeast Asia, Australia, and 
New Zealand, forecast purchases 
goods from the industrial countries must 
start with forecast export earnings. 
This may approached individually col- 
lectively for groups these primary com- 
modity exporting countries. The job 
forecasting export earnings 
sively complex first glance, but investiga- 
tion reveals that exports about eight 
commodities provide more than half the 
earnings from total commodity exports. 
Therefore, analysis limited number 
international commodity 
coffee, cotton, wool, wheat, cocoa, copper, 
and rubber—provides substantial start 
analyzing fluctuations earnings the pri- 
mary producing countries. Obviously, price 
fluctuations these commodity markets can 
related economic conditions the in- 
dustrial countries and supply conditions for 
the commodities involved. The existence 
foreign exchange reserves provides cush- 
ioning effect for changes export earnings 
and imparts lagged effect 
creases decreases export earnings and 
their impact foreign trade. any 
vidual country, course, the political situa- 
tion and loans from foreign sources may 
significantly color the market outlook. 
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USE FORECASTS 


The use sales forecasts any company 
tends organizational art—a tribal 
rite. Hence, discussion current practice 
probably more informative does not 
make dogmatic assertions about the pro- 
priety superiority any particular ar- 
rangement. Within the business organization, 
the person responsible for sales forecasting 
generally found report (1) the chief 
executive officer executive committee, 
(2) the finance officer, (3) the sales 
executive. The arrangement chosen deter- 
mines some extent the orientation and 
coloration the forecasting effort. How- 
ever, perhaps more important determinant 
the success the sales effort 
the stature attained the forecaster 
within the organization, wherever 
located. 

The period covered sales fore- 
cast and the frequency with which forecasts 
are issued should obviously determined 
the purpose served. Perhaps the 
chief uses sales forecasts are produc- 
tion scheduling, budget preparation, cash 
flow analysis, the evaluation sales effort, 
and the determination plant capacity re- 
quirements. With the exception the last- 
named use, forecast period one year 
less generally satisfactory. For longer- 
range corporate planning purposes, such 
the anticipation plant requirements, long- 
er-range projections are necessary. The 
focal point interest the short-range 
forecasts centers cyclical changes eco- 
nomic activities contrast longer-range 
projections that direct attention the 
growth maximum demand; consequently, 
entirely different technical problems are 
posed for the economist market researcher 
working forecasts covering these two 
different time periods. 

The presentation sales forecasts should 
properly viewed continuous process. 
throughout the 
formation affecting its operations. Success- 
ful efforts involve the use all types 


communicative techniques oral, written, 
and graphic. Different types presentation 
designed serve various purposes the 
dissemination sales forecast information 
are illustrated the following four exam- 
ples: (1) quantitative forecasts that are 
specific and detailed are required for pro- 
duction scheduling purposes; (2) oral 
discussion the economic background in- 
formation and summary the forecast 
data may sufficient keep general man- 
agement informed periodically; (3) quar- 
terly statement letter general economic 
and market conditions particular signifi- 
cance the company may serve means 
scattered geographically; and (4) informal 
discussion, letters division heads sub- 
sidiaries, and other informal methods should 
not overlooked effective devices for con- 
tinually updating sales forecast information. 

essential part any sales forecasting 
procedure the provision for regular review 
and evaluation. This may take the form 
comparison with historical data, but also 
should involve routine comparison with 
current order information, field sales, and 
current forecasts from sales personnel. 
should emphasized that the need for 
accuracy relative one. per cent 
tolerance for errors annual forecasts 
the index industrial production may 
entirely reasonable. Such margin for gross 
national product forecasts, more stable 
variable, would unacceptable. Similarly, 
sales forecasts for the oil soft goods 
industries should involve narrow margin 
expected error, whereas wider toler- 
ance appropriate the volatile machinery 
industries. 


DISCUSSION HIGHLIGHTS 
JACK WENTWORTH 


THE PRINTED page cannot reflect the com- 
ments, brisk debates, and thought-provoking 
questions the discussion period. Yet, 
attempt will made summarize two 
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three the more perceptive points 
discussion. 

John Lewis, one stage the discus- 
sion, emphasized that the value the GNP 
model fundamental element the sales 
forecast cannot overstated. keeps the 
forecaster from overlooking the that 
can often creep into the forecast, and per- 
mits quantification that keeps the various 
magnitudes their proper perspective. This 
quantification needed; after all, cannot 
add adjectives. Lewis also pointed out 
that the GNP models discussed were based 
the expenditure side our national in- 
come accounting system. The forecaster may 
want look the receipt income side 
the ledger, both for purposes comparison 
and for the valuable information that 
contains its own right. 

The discussion forecasting the firm’s 
market share after the industry share has 
been determined proved one the 
highlights the session. The point was made 
that not fashionable forecast any- 
thing but increase market share. The 
obvious response this was that, every 
firm forecasted increase market share, 
surely would end with 120 per cent 
the industry. was pointed out, this can 
happen and has happened the natural 
result overstated forecast. However, 
one must also consider the effect intro- 
ducing new products. These may help 
create larger market than was originally 
anticipated. 
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The longest and liveliest discussion cen- 
tered the concept what when the 
sales forecast obviously off course. How 
adjust the forecast when this happens? 


number companies automatically 
compare actual sales and forecasted sales 
their quarterly budget re-evaluation. But the 
degree flexibility, course, depends upon 
the type firm. The major problem seems 
coordinating production sales. actual 
sales are greater than forecasted sales, the 
production problem can handled some 
extent overtime. possible build 
some flexibility into the forecast through the 
use ranges, alternative forecasts, and 
alternative budgets. However, most firms 
would find that, since many important busi- 
ness decisions have made the basis 
the forecast, the flexibility the plan 
would eventually have replaced 
specific, definite sales forecast. 


Finally, the important point was raised 
that there must two-way communication 
between sales forecasting and the rest the 
marketing The forecaster must 
take into account the many other marketing 
elements that help establish exactly what the 
firm can market for given period. The sales 
forecast and the over-all marketing strategy 
are dependent one upon the other. The sales 
forecast vital factor determining the 
marketing strategy, and turn, the market- 
ing strategy helps determine the sales 
forecast. 
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MARKET MEASUREMENTS 


INTRODUCTION 
RONALD WILLETT 


stating the obvious say that contem- 
porary marketing activity has its pri- 
mary focus some orderly classification and 
satisfaction existing latent demand. 
Marketing management, unlike traditional 
sales management, implies laying the foun- 
dations for market penetration 
substantially advance applying selling 
and other promotional effort. 

Nevertheless, sizable number man- 
agement failures developing, carrying out, 
controlling total operating strategies prob- 
ably have their cause 
identification, classification, measurement 
the existing potential market. Even 
when the market has been carefully de- 
fined and measured through research, in- 
adequate improper translation and com- 
munication findings decision-makers 
may also contribute the failure the 


firm’s marketing program. Quantitative mar- 
ket measurement and integration market 
measurements with other planning and con- 
trol devices have been less than sophisticated 
attributes the implementation demand 
orientation. Nor have firms solved the stra- 
tegic problem selecting among utilities 
and their associated market structures. 


Any satisfactory recodification market 
measurement concepts and techniques will 
have reflect number basic changes. 
First, the very meaning market and 
market system might well reconsidered 
that gain better understanding 
market variables and their interaction. Sec- 
ond, the and substantive content 
classes market measurements should 
given critical scrutiny. Third, should ap- 
praise the logic and mechanics quantita- 
tive techniques currently used and the 
new quantitative techniques that are po- 


tentially applicable. Fourth, 
most important, the process for making 
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market measurements operational part 
the firm’s decision-making system should 
clearly defined. 

the following papers, attempt 
made touch some the issues outlined 
above. Perhaps the ideas presented will pro- 
voke more thorough investigations of, re- 
finements in, and applications for the various 
classes market measurements. 


MARKET MEASUREMENTS AND 
THE ADMINISTRATIVE PROCESS 


HARPER JR. 
AND RICHARD CHRISTIAN 


MARKET measurement complex subject 
because includes such great diversity 
research studies. This complexity and di- 
versity are result the many different 
kinds markets that exist—both indus- 
trial and consumer—and the many dimen- 
sions any one market that need 
market measurements include studies that 
measure specify the size the market 
products, the market share for particular 
brand, the profile the buvers given 
product and/or brand, consumer attitudes, 
the demand for new product, and consumer 
acceptance it. Any one these areas 
would require considerable discussion all 
its aspects, including research method- 
ology, were considered detail. 

All market measurements have common 
purpose: help the executive staff 
company minimize the risks inherent 
making decisions. Moreover, the use mar- 
ket measurements will perhaps more 
meaningful their importance the total 
operation the firm stressed. is, there- 
fore, the purpose this paper discuss 
market measurements integral part 
the administrative process. 

The administrative process consists set- 
ting objectives, formulating plans, organiz- 
ing, and controlling. While this not new 
concept, does provide the executive with 
useful frame reference. enables him 
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perceive the totality the firm and 
relate its various functional activities 
central theme. Using this process, can 
make more diagnosis day day 
problems, and can better distinguish 
tween symptoms and basic problems. rep- 
resents sequence steps, all interlocking. 

essential note that this process re- 
quires continuous flow information about 
the market place well appraisal 
the firm’s efforts exploit the market. 
Without such information, the chief execu- 
tive officer has make his decisions 
vacuum. this officer takes full advantage 
the administrative process concept, 
will able anticipate the kinds infor- 
mation that needs concerning the market. 
Market measurements—in the sense are 
using the term—are essential all the steps 
the administrative process. 

SETTING OBJECTIVES 
The broad objectives the firm include mak- 
ing profit well carrying out certain 
stated implied obligations stockholders, 
the community, and labor. These objectives 
are, course, very important, but they 
little provide the firm with precise ra- 
tionale for its existence. Some individuals 
like think firm’s objectives terms 
its products services. While this con- 
cept helpful, still does not deal with the 
specific uses which the products and/or 
services are put. Since use should prede- 
termine the specific character the product, 
offers more definitive statement the 
objective the firm. 

Another way stating the basic objective 
niche,” that part the market which the 
firm will attempt capture offering cer- 
tain products services. Implicit this 
concept the market niche are the realiza- 
tions that different segments the market 
have different needs and that firm will at- 
tempt develop tailor product serv- 
ice meet the needs one more seg- 
ments. Often, market segments will have 
conflicting needs and, obviously, the greater 
the conflict the more important for 
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firm specify exactly what segment 
attempting serve. This not say that 
firm should not attempt serve more than 
one segment any one time. Many firms 
this quite successfully offering number 
different products. The Ford Company, 
for example, offers the Thunderbird, Ford, 
Lincoln, and Falcon General Motors ap- 
peals different market segments with its 
Cadillac, Buick, Pontiac, Chevrolet, and 
Corvair. 


Market View 


firm should view the market need the 
broadest possible light. should think first 
the generic need and then deal with the 
niche segment concept. For example, as- 
sume have the problem setting objec- 
tives for watch producer. Rather 
than think the firm’s objectives 
ducing line watches, could and should 
think first the generic need are at- 
tempting satisfy. This generic need the 
need measure time. Note that did not 
specify this need with reference any group 
groups people. 

The need measure time requires further 
elaboration; this will point the presence 
number different segments, each 
having different set needs. For example, 
can break down our generic need con- 
sidering the circumstances under which the 
need manifests itself. There need 
measure time such circumstances travel 
and work. Each these can turn sub- 
divided; travel can broken 
business travel, travel with one’s family 
camping trip, travel abroad, and on. 

Another set which the 
need measure time important pertains 
starting completing given task. These 
circumstances may require the activation 
another mechanism such alarm—or 
triggering device like timer that regulates 
the cycle automatic washing machine. 

the above example were carried far 
enough, great market segments 
could Certainly the watch 
manufacturer could conceptually view the 
total use function offering the possibility 


producing variety clocks, watches, 
and timing mechanisms. this point, 
would realize that probably could not 
satisfy the needs all these different seg- 
ments; his resources simply would not per- 
mit him so. But before deciding what 
segment(s) take on, should measure 
the relative importance each, the require- 
ments each, and the strength the firms 
currently serving these segments. These 
measurements can then used assess the 
firm’s resources, and the assessment, turn, 
segment(s) will constitute the firm’s market 
niche. 

Assume that our watch manufacturer has 
listed the various segments whose needs 
feels can met through the production 
mechanical clocks. One these segments, 
according his analysis, calls for the possi- 
ble production travel alarm. Assume 
that investigation reveals that about one 
miliion these are sold annually and, fur- 
ther, that partial listing the needs 
this calls for product that re- 
liable, compact and easy carry, durable 
and shock-resistant, easy operate, and 
reasonably inexpensive since used in- 
frequently. Given such information (in con- 
siderably more detail, course), manage- 
ment can determine whether the resources 
the firm comparison with those the 
firms now selling this market segment 
are adequate both the short and the long 
run. 


Measuring the Market 


The firm must have precise way measur- 
ing size and characteristics the mar- 
ket segment before deciding whether at- 
tempt sell it. also imperative that 
management continue regular intervals 
measure this market segment and, par- 
ticular, those forces that may work change 
its importance and character. Basic trends 
(such the changing age distribution, in- 
crease travel abroad, use certain power 
units such batteries, and rising per capita 
income) may accelerate innovation from 
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present competitors with subsequent loss 
market share the part our seller. 

The firm’s annual sales one 
the most important types market meas- 
urement. The firm must then 
break down this over-all sales volume esti- 
mate geographical administrative units. 
easy imagine situation where the 
over-all sales forecast would remain essen- 
tially the same, but the sales certain geo- 
graphical areas would change substantially. 
While such shift would not likely pro- 
duce change the firm’s objectives, 
would probably have pronounced impact 
the firm’s selling strategies. 

summary, not diflicult identify 
the many ways which market measure- 
ments are indispensable the determination 
the firm’s marketing niche. Without such 
measurements would not possible first, 
determine what criteria might prove use- 
ful the market; second, de- 
termine the relative worth value the 
various segments; third, obtain informa- 
tion about the needs the fourth, 
measure the actions present 
tential rivals attempting sell the 
fifth, assess the firm’s ability 
sell the segments; sixth, forecast 
what industry sales will for some stated 
time period; seventh, estimate the 
market share, thereby providing sales 
forecast for the firm; and eighth, break 
down the firm’s forecast geographically 
that sales goals may set for its ad- 
ministrative units. 


PLANNING STRATEGIES 


The planning function must obviously 
related the firm’s marketing niche. The 
purpose planning the top management 
level develop set strategies that 
will profitably exploit the market niche. The 
plan must take into account the character- 
istics the market, the resources the 
firm, and the economic environment. fact, 
one way testing the feasibility given 
niche develop and cost out given plan 
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Any plan has make use various strat- 
egies. Generally speaking, there are five ma- 
strategies: product line, 
channels distribution, advertising, per- 
sonal selling, and price. Each these strat- 
egies represents very broad area. 
uct and product line strategy, for example, 
there are countless ways producing prod- 
uct meet given set needs. There are 
many ranges quality, construction ma- 
terials, colors, shapes, and styles from 
which choose, and countless ways put- 
ting these factors together. multiplicity 
copy themes and media choices are avail- 
able for advertising product. Moreover, all 
strategies are interdependent. Product quali- 
will obviously affect price and margins, 
which turn will affect channel selection, 
advertising, and the extent and scope the 
activities the sales force. 

None the strategies mentioned above, 
let alone their optimum combination, can 
planned implemented without reference 
the worth individual geographical units. 
Unless one knew the relative importance of, 
California versus Florida, one could not 
determine how allocate the marketing 
dollar. course, one might decide build 
from the individual geographical unit 
the total forecast; even so, the importance 
the unit estimate remains much the same. 
How else can one decide the number sales- 
men located certain places the 
way they should routed? How else 
one decide how much advertising should 
placed given market? And how else 
could one decide the number retailers 
wholesalers use various 


ORGANIZING 


The firm develops—or should develop—an 
organization structure adequate carry out 
its plan. Here are concerned not only with 
the number and caliber people, but also 
the way which they are assigned responsi- 
bilities and communicate with one another. 
The organizational system must extreme- 
sensitive the strategies used the 
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firm selling the given market niche. 
must respond changes the niche and 
must able communicate these changes 
through the organizational levels without 
distortion. must also filter out the unim- 
portant bits information not 
inundate management. 


certain situations the company has 
alternative but use its salesmen relay 
back the changes the customer level. This 
particularly true firm selling tech- 
nical product such original equipment. 
other circumstances, the firm may choose 
circumvent its own sales organization us- 
ing marketing research unit contact and 
report back the goings the market 
place. For example, firms selling highly 
volatile consumer products, such personal 
care items, typically use marketing research 
units measure the firm’s performance. 

The organizational system 
marketing department must provide for the 
relationship 
personnel, precise specification each in- 
dividual’s job, and authority system that 
will the organization over 
time. Concepts centralization versus de- 
centralization are also important. 

All dimensions the organization system 
(formal structure, communications, authori- 
ty, control, and on) are interrelated and 
changes any one will inevitably affect the 
others. one area decision-making 
contend with that which con- 
cerns the organizational system. easily 
the most sensitive any failure the part 
management recognize changes the 
external environment well changes that 
need made within the firm accom- 
modate shifts the market Certainlv 
then, the organization should structured 
and maintained the basis market 
measurements not only because the role 
such measurements determining 
the niche the optimum 
marketing mix strategies, but because 
market measurements themselves are con- 
tinuous activity the firm and must ac- 
commodated the organization structure. 


CONTROLLING 


The control function consists following 
determine whether job actually being 
done the way(s) prescribed. There al- 
ways the probability that events will necessi- 
tate certain changes the plan the or- 
ganization both. Also, there always the 
need for management aware market 
place activities—both long-range trends and 
changes the strategies employed com- 
petifors exploit the market. another 
its aspects, control deals with mistakes 
that attempts identify them, rectify 
them, and prevent them from recurring. 


Standards are essential part the con- 
trol operation since actual performance can- 
not appraised unless measured 
against set definable criteria. 
sure, precise measurement the perform- 
ance certain parts the marketing de- 
partment (for example, the advertising func- 
tion) not always possible. But every ef- 
fort should made establish standards 
that will facilitate the control function. 


Certain kinds reports are essential 
part the control system. Reports dealing 
with actual sales versus quotas, brand share 
within individual markets, 
ences, attitudes channels toward the com- 
pany and its personnel, and certain cost 
ratios (for example, those having with 
the physical handling goods) are particu- 
larly important marketing management. 
most companies, the marketing research 
unit spends large part its time and bud- 
get obtaining, analyzing, and even interpret- 
ing control information. 

Inevitably, control leads reappraisal. 
did not, then control would static 
process applying solely the present state 
events and would not lead changes 
any the major steps the administra- 
tive process. Yet the market-oriented firm 
definition flexible and dynamic, re- 
sponding positive way changes the 
market place. Reappraisal must con- 
tinuous process whereby management con- 
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stantly assesses its commitments the 
firm’s resources given set strategies 
designed exploit given, definable mar- 
ket niche. And thus the administrative proc- 
ess continuous circle: objectives are 
changed; these changes, turn, produce 
need for change the firm’s strategies; 
and this its turn presents need for 
change the organizational system. 


Case Study 


LATE 1958, the Farm Tractor Sales De- 
partment large farm equipment manu- 
facturer faced the problem establishing 
reasonable sales goals for industrial wheeled 
tractors for each its fifty sales districts. 
The problem was not new, but was becoming 
more important each year because the 
expanding number industrial tractor sales 
percentage the total domestic trac- 
tors sold. The figures are shown Table 

tractors sold for nonfarm use 
were not available before 1955. The com- 
pany had, for many years, been able work 
out sales goals the county level for its 
farm tractor sales. The procedure was sim- 
ple and was based the Census Agricul- 
ture, which gave the number farm trac- 
tors each county. The company, however, 
was “guessing,” late 1958, the 
number industrial tractors should sell 
each sales district. The manager the 
farm tractor sales department did not know 
whether, the basis potential customers, 
district that sold tractors per year was 


doing well district that sold only 25. 


1955, the sales department 
structed its district offices obtain de- 
dealer report the sale each trac- 
tor for other than farm use. This reporting 
was continued for 1956 and 1957, but the 
dealers had difficulty determining which 
their tractor sales were for industrial use 
and which for farm use. The sales depart- 
ment analyzed some detail the report 
forms for the period November 1955-June 
30, 1956. noted that the company’s share 
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TABLE 


Domestic Tractor Shipments for Farm and 
Nonfarm Use, 1955-57 (in thousands) 


Percentage 
Year Farm Nonfarm Nonfarm 
1955 286 263 6.9 
1956 191 170 11.0 
1957 204 179 12.6 
*Total does not include contractors’ “off garden, and 
‘ tr s 


SOU RCH Department of Commerce, Facts for Industry, 1955, 


the industrial tractor market was lower 
than that the farm tractor market. 

the spring 1958, study was made 
the sales industrial tractors for six- 
month period. Contractors, political subdivi- 
sions, and service and maintenance users ap- 
peared make the biggest market for 
tractors for industrial use. Contractors 
all types were important. Political subdivi- 
sions and institutions such schools and 
hospitals used tractors grading, excavat- 
ing, landscaping, and mowing. Service and 
maintenance users such dealer rentals, 
florists, estates and private homes, cemeter- 
ies, motels, and resorts used tractors for 
grading, mowing, landscaping, hauling, ex- 
cavating, and loading. The small tractor, 
priced about $1,200, and the middle-price 
tractor, selling for about $2,500, accounted 
for about per cent the sales for indus- 
trial use. The company distributed its trac- 
tors through more than 1,000 farm equip- 
ment dealers who handled only farm equip- 
ment, and some 3,000 dealers who sold both 
farm equipment and trucks. 


studying the survey data, the firm’s 
research department noted that the sales 
industrial tractors were related the size 
the population, the rate growth 
area, the type industrial 
the district, and the density estate-type 
homes. attempting find solution 
the problem setting district sales goals, 
the research department ranked all states 
according the company’s 1958 industrial 
tractor sales (based six-month data only) 
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and compared this with rankings based 
population and rate growth households. 
Some correlation existed among these three 
measures, although certain cases the re- 
lationship was remote one. 


NEW MARKET 


The problem stated the outset this 
case study—that is, the determination 
sales goals districts for tractors for in- 
dustrial use—begs the basic question: “Is 
new market sufficient value available 
the company?” answer such question, 
the firm will have forecast the use such 
units over reasonably long period time— 
say, five ten years under varying assump- 
tions.! 

Examples such assumptions would be: 
(1) that present models and attachments are 
sold this new market that different and 
new products are designed especially meet 
the needs the niche; and (2) that present 
marketing strategies are used that new 
strategies, such different channels dis- 
tribution, are employed. 


But achieve reliable forecast, this 
company must first identify the various 
market segments and then place value 
the needs these segments relative 
being solved the firm investing given 
type tractor with certain attachments. 
Once industry forecast made—and the 
firm may wish set minimum and 
maximum forecast—then the company must 
estimate its share the district level, al- 
though doing this requires decision 
what strategies the firm will employ. Thus, 
its share might estimated one figure 
using present channels and another figure 
using new 


the number possible assumptions infinite since 


there are countless ways structuring product and 
combining with variety strategy mixes. 

again note the interaction between the action taken 
the firm and its share the market. Forecasts should 
come action guides showing the probable results the various 
plans and policies that management may adopt exploit (or fight 
back) those externally imposed economic conditions and select 


the course action which will maximize earnings the light 
changed outside See Joel Dean, Managerial Eco- 
nomics (Englewood Cliffs: Prentice-Hall, Inc., 1957), 143. 


The company does possess some useful in- 
formation the sales tractors for indus- 
trial use. Probably the most important 
information identifying the kinds buyers. 
know that there are number dif- 
ferent buyers including contractors, owners 
estate-type homes, institutions, and politi- 
cal subdivisions. also know that such 
buyers concentrate their purchases two 
models. What not know precisely 
how they use the product and, perhaps even 
more important, what their needs are. 
cannot determine, therefore, how satisfied 
they are with available tractor models. 
also know that the existing market for trac- 
tors used for industrial purposes some- 
where between $40 and $60 million (deter- 
mined multiplying total U.S. sales such 
tractors the company’s average price 
tractors sold for this purpose). Certainly, 
the present time, this small market 
compared that for tractors used farms. 


seems clear that the company does not 
have the information here make even 
fair forecast the sales such segments. 
Further, doubtful can use second- 
ary data for such purpose. The alternative 
is, course, the users and obtain 
the desired information. This would require 
the following steps: 


Identify users the product. This would not 
difficult since the firm has list buyers 
that goes back some three years. addition, 
list should made firms, institutions, and 
forth that the company’s knowledge have 
not purchased tractor. The effort here di- 
rected toward getting list firms who are not 
users. 

From the above list, select representative 
sample buyers interview. Probably, the list 
should first stratified type user—con- 
tractor, political subdivision, and forth. 

Interview the sample units determine 
needs, how these needs are being satisfied, why 
they have not purchased farm tractor, and 
under what conditions they would buy trac- 
tor. All these are difficult questions ask— 
and the answers are difficult evaluate. 

Assuming have used buyer potential 
buyer classifications that match the census 
can then project our findings national level 
—and, later, can break down county 
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level. For example, find that one out 

every two hospitals with 50-75 beds has need 

for industrial tractor, can project the 
national need means the total number 
uch hospitals. 

The procedure outlined above greatly 
oversimplified. There indication its 
complexity its cost. The interpretation 
the demand for present and potential trac- 
tor models would pose some very real prob- 
lems. And yet the company must attempt 
forecast this kind believes that this 
market has any potential. Not only will such 
study help forecast the demand, but 
should also provide excellent guide for 
the firm specifying the marketing plan re- 
quired tap the various segments. addi- 
tion, the study will provide invaluable data, 
which will help decide what kind or- 
ganization needed; such questions those 
having with research and development, 
the nature the personal selling activity, 
and the communications system will least 
partly answered. fact, this may 
the study’s greatest value since the firm can, 
with answers these questions, determine 
whether the market potential worth the 
candle. 


DISTRICT GOALS 


The problem seen the firm partly 
answered that the survey could used 
redistribute the forecast for the sale 
farm tractors for industrial use the indi- 
vidual districts. Admittedly, this assumes 
that the definition and characteristics the 
sampling units correspond those used 
the census, which reported the number 
tractors counties. view the lack 
information, survey based this assump- 
tion may the only realistic approach. 
unlikely that the firm’s research depart- 
ment will find single factor index 
avle construct multiple factor index that 
will with any degree accuracy redistribute 
the national estimate the district level. 
the firm able establish realistic 
sales goals for each its administrative 
units, then will reasonable position 
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decide how much sales desir- 
able each. For example, the number 
salesmen can determined considering 
what each must sales call, the num- 
ber outlets, the distance between outlets, 
the paper work involved, and the frequency 
call. Most these factors cannot 
determined unless the firm has consider- 
able amount information about the mar- 
ket, and once again note the impor- 
tance market measurements. 

Possibly the firm will decide not strive 
for new niche, but will prefer stay with 
its present set objectives and make only 
slight modifications its strategies. such 
case, will, course, still have the prob- 
lem deciding what the sales goals geo- 
graphical units should for the sale 
farm tractors for industrial use. Here again 
there easy solution, but approach 
along the lines outlined above may 
some help. 


CLEAR that market measurements play 
vital role the administration the firm. 
These measurements are essential for those 
decisions that must made within the mar- 
keting department and also for those that 
have made the chief operating 
executive. fact, the results the market 
measurement determine small extent 
the entire business life the firm. The 
extent which the firm successful de- 
pends, small degree, its ability 
determine what market measurements 
employ, the reliability such measure- 
ments, and the way which they are 
terpreted. 

elaboration the administrative proc- 
ess shows clearly how each step condi- 
tioned market measurements. Once the 
firm’s marketing niche specified, the in- 
gredients the other steps 
mined. So, matter whether market meas- 
urements are made for specific step other 
than the setting objectives, their impact 
important one. 

Too frequently firm does not have plan 
for collecting market measurement data 
systematic basis. But the needs each 
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administrative step are fully understood, top 
management will set specific plan that 
calls for certain market measurement data 
certain times. The plan should indicate 
the general level accuracy required and 
must allot responsibility for collecting and 
analyzing the data. Further, the plan should 
provide for review the plan itself since 
over period time the need for certain 
measurements will change. 


HOW AUTOMOBILE COMPANIES 
MEASURE CUSTOMER SATISFACTION 


ROBERT EGGERT 


AUTOMOTIVE manufacturers like manufac- 
turers many other industries—are ex- 
panding the use marketing research 
tool anticipating and measuring customer 
satisfaction with their product. Because 
the newness the field, seems desirable 
describe the function broad terms be- 
fore getting into the specifics how 
measure customer satisfaction. 


MARKETING RESEARCH 


Marketing research began thousands 
years ago when man first started trade; 
the cave man who wanted swap his extra 
pottery for hunting was doing 
crude form market research when in- 
quired around find out who needed bowl. 
And have idea that the beginnings 
modern marketing research were almost 
simple. But over the years, our society 
and our economy became more complex, the 
need for new techniques arose. 

Until recent years, manufacturer launch- 
ing new product was faced with trial- 
and-error proposition. could only guess 
the probable degree public acceptance, 
and the only way test demand for prod- 
uct was tool up, make it, and put 
the market. The product sold 
did not. was risky «ad expensive 
way operate. 

Though the market place still provides the 


ultimate test public acceptance for any 
product, market research can reduce the 
risks. now possible get very good 
idea the breadth and depth potential 
market, locate customers for specific 
product, determine how they can best 
told about it, and finally find out how 
satisfied they are with it. 

Marketing research not exact science 
the same sense mathematics chem- 
istry; perhaps more nearly analogous 
weather forecasting. The meteorologist 
measures the direction and magnitude 
atmospheric forces order forecast 
weather for specific area; the market re- 
searcher gauges the forces that motivate 
man want and acquire order 
assess probable demand for product. Fore- 
casters both fields are confronted 
almost infinite number variables. For the 
market analyst, the most elusive variable 
man’s free will—his ability and his tendency 
change his mind. The key successful 
marketing research lies spotting such 
changes advance and determining their 
extent. 

Obviously, practical impossibility 
measure and relate all the forces that 
bear any one man’s decision-making proc- 
ess. The task would immeasurably more 
difficult one tried assign values all 
these forces for all men. The practical 
approach, therefore, try determine 
from sample the population which in- 
fluences weigh most heavily forming pref- 
erences and which are controlling factors 
determining customer satisfaction the 
majority cases. the basis this 
representative segment the population, 
the marketing researcher tries apply the 
scientific method the solution market- 
ing problems. 


The function the marketing researcher 
about customer preferences, and then 
serve the typical customer’s representa- 
tive the deliberations management. His 
role interpret the customer manage- 
ment, provide factual information that 
reduces the necessity rely past obser- 
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vations conjecture. essence, his job 
minimize the uncertainty manage- 
ment decisions. 


THE AUTO INDUSTRY 


you probably know, the automobile in- 
dustry high investment, high risk enter- 
prise which irreversible decisions and 
commitments must made far advance 
production. Our fortunes ride the de- 
cisions made two three years before the 
day introduce new model. Management 
must plan for that new model that can 
produced schedule, that some 10,000 
dealers can sell successfully some mil- 
lion persons, and will return profit 
the assets employed the business. get 
successful reception the market place, 
the product must fully competitive 
styling, performance, safety, economy op- 
eration, workmanship, and price. 

The task the marketing researcher be- 
gins with the earliest stages new model 
planning, continues until the new automobile 
delivered into the customer’s hands, and 
ends measuring the degree satisfaction 
with the product after has been the 
market for period time. The informa- 
tion gathers helps form the basis for 
management decisions such areas vol- 
ume planning, product planning, and com- 
munication with customers. 


Volume Planning 


help answering volume questions, the 
market analyst makes both long-range and 
short-range market forecasts. 
range forecast made the beginning 
product planning and used establishing 
planning volume. For this forecast, the mar- 
ket analyst surveys such indicators trends 
the general economy, population, 
family formation, and the age cars 
the road. Later, after new model production 
begins, the analyst makes short-range stud- 
ies that act check the validity 
his original long-range forecast. These short- 
range studies chart actual sales performance 


the new model and pinpoint any degree 
variation between actual and anticipated 
sales. This information enables management 
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tailor production schedules the demands 


the market place. 


Product Planning 


With planning volume established, the mar- 
ket analyst ready move into the area 
product planning. Volume 
planning are interrelated because volume 
depends large extent upon the competi- 
tive position the product the market. 
this point, the factors product accept- 
ance and customer preferences enter the pic- 
ture; the closer company can come 
matching its product the customer’s 
wants, the greater the share the total 
market can expect capture. 


Customer Preferences 


part the marketing researcher’s re- 
sponsibility learn all can about 
trends customer product preferences. For 
instance, should able advise man- 
agement the size car most customers 
want, current likes and dislikes styling, 
customer preferences performance, 
mechanical features, colors, fabrics, and ac- 
cessories. the analyst has been asking the 
right questions the right people, can 
supply management with reasonably accu- 
rate answers about the trends most 
these areas. Table shows how customers’ 
ratings features their new car may 
listed. 

attempting assess trends product 
preference, the analyst sometimes treads 
rather tricky ground. begins trans- 
lating broad product problems into specific 
questions, and then turns customers 
themselves for the answers. Clearly, must 
exercise great care setting the ques- 
tions; customers can supply accurate an- 
swers some questions about their auto- 
mobile preferences, but they either cannot 
will not supply reliable answers others. 
For instance, ask our customers what 
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TABLE 


1960 Ford and Chevrolet Buyers Rate Their 
New Cars 


Percentage Rating 
Feature “Excellent” 


Ford 
Feature Ford Chevrolet Chevrolet 
Ease getting and 
out driver’s seat +16 
Windshield +10 
Material, design, and 
Ease getting and 
Back seat leg room 
Back seat head room 
Front seat head room 
Acceleration 
Front seat leg room 
Size luggage space —18 
Marketing Research Department, Ford Motor 


style automobile they want 1964, they 
simply are not able tell us. The develop- 
ment styling job for experts and 
beyond the competence the average cus- 
tomer. The average customer is, however, 
able indicate his current preference among 
several styles show him examples. The 
tough problem interpret his 
especially light how his views might 
change the mid-60’s. 

easy get the customer talk about 


what likes dislikes automobiles; but 
some areas likely fib little. Con- 


sequently, have careful how ask 
our questions. ask customers point 
blank, “Do you want more trim your 
almost all will say “No,” and then 
many, even today’s more conservative 
market, will out and buy car with 
great deal chrome it. But careful 
phrasing questions and careful selec- 
tion the customer sample, possible 
learn enough about trends customer pref- 
erences minimize costly product mistakes. 


With volume established and key product 
design questions resolved, the new automo- 
bile moves through supply and tooling 
phases the point where ready for pro- 
duction. this time, has long since passed 
the point return. The styling and en- 
gineering and all the other product features 
are fixed; too late change them. Facil- 
ities have been assigned and orders have been 
placed with suppliers the basis the 
forecast volume, and sales and production 
cannot stray far from forecast volume with- 
out serious financial consequences. this 
point, the sales force move the 
product the customer. 


Communication 


Once again the market analyst can assist 
the job communicating with the customer. 
can help get the sales message across 
providing management with facts the 
advertising media that will reach the great- 
est number potential customers the 
least cost. can advise the types ad- 
vertising customers find most appealing, 
the product features they find most attrac- 
tive, where customers want dealers and 
service facilities located, and what 
kind service they really want from dealer- 
ships. 


Customer Satisfaction 


Finally, come the last step (but cer- 
tainly not the least) the flow informa- 
tion management—that measuring cus- 
tomer satisfaction with the product after 
has been the customer’s possession for 
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TABLE 


Relationship Repurchase Intentions “Things Gone Wrong” 


Percentage Respondents Reporting Number Things Wrong 


Nothing 
Buying Intention Wrong One 
Would buy same make 
Would buy different make 
Total 100 100 
Number respondents (3,385) (2,929) 


Note: At time 


SOURC! 


period time. The first project the di- 
visional marketing research area, which was 
organized early 1951, was survey 2,000 
1950 Ford owners who had owned their cars 
for three months, and compare their satis- 
faction with comparable group 2,000 
Chevrolet owners. 

Since these studies have been kept 
date, now have running record how 
the Ford product compares with our major 
competition—not only the areas over- 
all satisfaction, but the 
areas styling, performance, comfort, de- 
pendability, economy, and “things gone 
wrong.” Table reports the relation be- 
tween things gone wrong and repurchase 
intentions. 


Initially these surveys were conducted 
the personal interview basis among ran- 
dom sample individuals who 
chased the new model car. 1953 con- 
ducted experiment determine whether 
accurate information could obtained over 
the telephone. Our discovery that could 
obtained this way almost halved the cost 
the survey. Since that time, have also 
discovered that sample 1,000 Ford own- 
ers and 1,000 competitive owners adequate 
size. 

second method keeping posted cus- 
tomer satisfaction was introduced 1953 
when first took advantage the Wal- 
ter Thompson Consumer Panel, which gives 
running record repairs Fords and 
cars the major competitive makes. This 
study has not only served give rough 
guide the relative expense our customers 


Marketing Research Department, Ford Motor Compan 


Seven 
Two Three Four Five Six More 
100 100 100 100 100 100 
(1,762) (975) (521) (272) (178) (224) 


interview, cars had been owned two three months. 


y; 


1956-59. 


face maintaining our product versus the 
competition’s product, but also has been most 
helpful letting know where the cus- 
tomer has his car repaired. Table compares 
the amount customer repairs the 1959 
Ford and 1959 Chevrolet. 


Three years later, undertook joint 
venture with one the largest leasing firms 
the country. now obtain information 
specific customer-paid repair items ex- 
amining mileage bands for our own products 
and comparing them with the competition’s 
bands. This has the advantage giving 
faster recording any problems that 
might influence customer satisfaction since 
fleets tend put mileage car substan- 
tially faster than the average customer. 


The fourth method obtaining data 
cost repairs, factor that has impor- 
tant bearing customer satisfaction, has 
been inaugurated within the last year. With 
this new approach, have offered pay 
for the repairs limited sample cus- 
tomers providing they have the repair work 
done the dealer from whom they pur- 
chased the car. This gives chance 
get more complete and specific record 
each the items; the added repair business 
also creates considerable dealer interest; and 
the customer’s satisfaction having his re- 
pair expenses reimbursed increases his loy- 
alty. 


close follow-up secondary sources 
provides fifth way keeping date 
customer satisfaction with our product. 
Automotive surveys made magazines 
such Look, Redbook, Fortune, Popular 
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TABLE 


Customer-Paid Repair Costs* for 1959 Ford 
and Chevrolet (through 20,000 miles 


Customer-Paid 1959 1959 
Repair Costs Ford Chevrolet 
None 12% 
Under $10 
$10-19.99 
$20-29.99 
$30-39.99 
$40-49.99 
$50-59.99 
$60-69.99 
$70-79.99 
$80-99.99 
$100 and over 
Total 100 100 
Average customer-paid 
repair costs per unit $31.16 $33.60 
Number sample 306 452 
Repair costs here include unelassified repairs but exclude 
lubrication and oil changes. Data refer cars the middle 
ind upper series equipped with eight-cylinder engines and auto 
matic transmission. 
SOURCE: Marketing Research Department, Ford Motor 


Mechanics, the McCall’s Congress Better 
Living, and recently NBC, all provide useful 
“outside” sources measurement. 


THE MARKETING researcher does not use 
Ouija board, nor does have occult powers. 
Moreover, there still lot learn the 
field. But there place industry for 
careful marketing research, both helping 
decide advance what products will have 
the best chance maximizing customer 
satisfaction, and measuring the degree 
satisfaction after the product the mar- 
ket. 


THE SCOPE AND METHOD 
MARKET MEASUREMENT 


RONALD WILLETT 


Two factors appear have been responsible 
for the growth the market measurement 
discipline: the development applicable 
statistical techniques and the sporadic oc- 
currence problems requiring type 
market measurement. Now, however, the 


need for body market measurement 
logic and technique must satisfied the 
development more orderly 
planned approaches market measurement 
problems. 


There are good reasons for making efforts 
satisfy this need. The use potential for 
improvements market measurements 
great: the one hand, there popular ac- 
ceptance market focus for the managing 
the firm’s marketing operations; the 
other, computer and quantitative techniques 
have been systematically developed. Then, 
too, from purely selfish point view, 
marketing practitioners and academicians 
are faced with the prospect either assimi- 
lating new measurement logic and techniques 
and refurbishing the existing techniques 
market measurement, seeing the con- 
fidence decision-makers this kind re- 
search diminish. 

First, and fundamental the fruitful use 
market measurements, must detail the 
process for integrating all types market 
measurements with the communications 
links the firm. Market measurements must 
expressed the dimensions and language 
that permit immediate comprehension and 
application all the functional areas the 
firm. Second, the techniques market 
measurement must regrouped 
basis logic measurement, then detailed 
common and unique applications, the 
objectives being provide sound basis for 
adding new measurement logic existing 
tools, and establish the basis for competi- 
tion among comparable techniques per- 
forming given measurement function. 
Third, there need for comprehensive 
statement the scope market 
ment including those kinds analysis that 
are only concepts this time, well 
those that are currently feasible. 

Since this paper cannot hope offer defin- 
itive suggestions covering all three areas out- 
lined for research, attempt will made, 
first, tackle the least controversial ques- 
tion, which the definition the possible 
scope applications for market measure- 
ments. 
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MARKET PATTERNS 


This session the conference has dealt with 
market measurement. Although such limi- 
tation subject should not preclude our con- 
sidering all facets consumer behavior, the 
following discussion, for the sake con- 
sistency, does not consider all the possibili- 
ties behavior measurement. 


The configuration market measurement 
assumed might best termed market pat- 
tern measurement. Market pattern measure- 
ments defined here are different two 
respects from the conventional expositions 
market measurements: They include the 
definition the market behavior system 
well the source demand dimension, and 
are treated potential subjects for dynamic 
well cross-section comparative stat- 
ics analysis. The principal relevant classes 
market patterns appear Table 


each class, analyses varying com- 
plexity are possible. Mention market po- 
tential, for example, usually connotes some 
form nonrepetitive measurement which 
any form interpretation that takes time 
into account impossible. However, each 
class market pattern listed above has 
number possible stages complexity 
where measurements different times may 
made consistent for comparison and pro- 
jection purposes. fact, the need for con- 
tinuous market measurement and appraisal 
—if market measurements are used 
decision-making—dictates that the full range 
measurement possibilities considered 
initially. After review the scope the 
market 
available for measurement, and data avail- 
ability implementation should considered. 
One attempt indicate the amount com- 
plexity that may relevant for each class 
market pattern appears Table 


TECHNIQUES 


The existing techniques market measure- 
ment have become highly developed over the 
although they are not always applied 
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TABLE 
Classes Market Patterns 


Aggregate consumption expenditures 

Personal total, durable, nondurable, services, and 
forth 

Industrial plant, equipment, and forth 

Federal, state, and local government type 


Market characteristic parameters 

Classification type consumer 

Demographic factors including population numbers, 
location, age, density, mobility, and forth 

Purchase ability including income levels, income dis- 
tribution, saving and saving patterns, credit, and 
forth 


Detailed market potential by: 
Segment(s) 

Firm’s market niche 

Product class and product lines 
Channel class 

Price class and price lines 
Company division 

Territory geographic sectors 


Market-time configuration (may also 
according the divisions for market potential 
above) 

Long-run market and sales forecasts 

Short-run sales forecasts 


Market competition pattern relative to: 
Segment(s) niche 

Product and product lines 

Prices and price lines 

Channels 

Promotion 

Costs manufacture and distribution 
Profitability 

Organization form and efficiency 

Share market 

Market penetration, saturation, and maturity 


Input-output functions the firms’ marketing in- 
puts: 

Products, product lines, product development, pack- 
aging, and branding 

Channels, channel support, integration, selectivity, 
and margins 

Prices, price lines, price and price substi- 
tutes 

Promotional expenditures, media, and campaigns 

Personal selling 


and scheduling firms’ individual and 
joint effort inputs—internal programming (may 
also classified according the input-output 
divisions for functions above) 


Effects firms’ total strategies given firms’ total 
environments—simulation 


with the same degree sophistication. Sam- 
ple survey theory, statistical inference, time 
series analysis, and regression analysis are 
all—at one time another—applicable 
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MARKET MEASUREMENTS 


TABLE 


Potential Complexity Market Pattern Measurement 


Complexity Measurement 


Single Comparative 
Class Market Pattern Aggregate 


expenditures 
Market characteristic 
parameters 
Detailed market potential 
Market-time configuration 
Market competition pattern 
Input-output functions 
the firm’s marketing inputs 


Allocation and scheduling 
firm’s individual and joint 
effort inputs—internal 
programming 

Effects total 
strategies given firm’s 
total environments 


the problems market measurement. The 
selection the appropriate techniques, how- 
ever, can still present the researcher with 
difficult decision. 

addition existing statistical tech- 
niques, some techniques now being developed 
may hold great promise. Mathematical mod- 
els and simulation, experimental design and 
quasi-experimental design, mathematical 
programming and scheduling, and data proc- 
essing techniques may all potentially use- 
ful measuring markets and market pat- 
terns. 

But the usefulness these new techniques 
cannot determined trial-and-error ap- 
plication. The logic measurement implicit 
the use each technique must de- 
termined and then reviewed within the con- 
text the kinds market measurement 
problems that firms need solve. The re- 
sponsibility for this evaluation lies with 
marketing researchers, both business and 
academic. 


IMPLEMENTATION 


come now the most difficult problem 
involved implementing the concepts and 


Annual Quarterly 


One-Time Comparative Time Monthly Time 
Cross-Section Cross-Sections Series Series 


practices market measurement: Market 
measurement has meaning only insofar 
the measurements, once developed and ap- 
plied, can translated into operational lan- 
guage for the decision-maker’s use. Heuristic 
decision-making—now, and for some time 
the future—will more common than au- 
tomatic quantitative decision-making. 
the extent that the idea the firm 
system plans, practices, and controls has 
gained stature, the job implementing 
market measurements has been made easier. 
Analysis the firm’s objectives, functions, 
policies, and procedures generally pinpoints 
the need for specific kinds planning and 
control information. For example, use key 
result areas the firm, such 
ity, market position, and product leadership, 
dictate specific kinds market measure- 
ments. Potential market measurement needs 
are also revealed the use control points 
such production rate, production volume, 
economic lot sizes, inventory turnover, out- 
of-stock situations, plant capacity and utili- 
zation, and product malfunction rates well 
all the familiar areas marketing 
control. The specification such needs for 
intelligence becomes the starting point the 
market measurement process. 
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PRODUCT PLANNING 
AND ADAPTATION 


ALBERT HARING 


DURING THE marketing began play 
important part product planning and 
the development product line. The two 
following articles discuss the reasons for the 
marketing the product planning 
field, and innovation our economy and its 
direct relationship with profits during the 
post-World War era. This article will 
summarize the issues and conclusions that 


rise of 


appeared discussion and case analyses. 


CORPORATE POLICY 


Considerable emphasis was placed upon the 
fact that company must have broad cor- 
porate policy avoid many pitfalls im- 
proper product development. The following 
eleven points were considered. 


PLANNING AND ADAPTATION 


The first step evaluate the com- 
pany’s present line products. Are the 
current lines shrinking importance and 
volume they show signs promising 
future? Even though product line 
products may have favorable volume fu- 
ture, the question profits must care- 
fully considered. There has been distinct 
tendency during the last decade for 
tablished products have greater competi- 
tion 
Thus, the evaluation the current line must 
include not only future volume but profit pos- 
rapidly changing economy 
with tendency toward unused capacity, 
the profit squeeze may the most significant 


and, consequently, 


sibilities. 


factor examining the future. 


Management must set its broad goals for 
least the next decade. The volume forecast 
for 1970, for example, must carefully 
analyzed. The next step match the prob- 
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able sales and profits provided the cur- 
rent line for 1970. Then the question ex- 
pansion contraction arises. the current 
line will not provide the goals for 1970, then 
the problem set clearly the goals for 
facilities, sales, and profits. The development 
product line attain these goals then 
becomes much more clear. most cases, 
new products additions old lines will 
essential attain any goal that involves 
significant expansion. 


profit goal also vital evaluating 
new products. the profit goal should 
per cent sales, some products will elimi- 
nated and others will appear promising. The 
existing line should carefully examined 
with respect its profit ratio age prod- 
uct. some industries, the long-established 
products have much lower profit ratios than 
successful newer ones. looking ahead, 
many companies will find that their estab- 
lished products are contributing significant 
ratio. 

One the functions the new products 
yield above-average profits during their 
early years that the company average 
reaches the desired level. evaluate the sit- 
uation properly, products may have 
segregated not age alone but whether 
they are staples specialities. addition, 
division type market may also re- 
quired. Currently, this analysis products 
very helpful evaluating the areas that 
offer the greatest promise adequate profits 
the future. 


Where new product may require siz- 
able investment either equipment new 
plant, the problem the time necessary 
recover the new investment significant. 
This directly connected with profits but 
has additional implications. For plant ex- 
pansion and large equipment investment, the 
corporation should set specific number 
years the write-off period that new 
product ideas can evaluated against 
standard. rapidly moving industry where 
innovation common, special equipment 


might require one-year write-off. the 
other hand, relatively stable industry 
with broad markets, ten-year write-off 
might considered appropriate. 


what areas the company willing 
expand? One company the chemical field 
chooses limit its activities chemical 
products derived from and serving agricul- 
ture. second company may desire limit 
its new products those that are purchased 
consumers through druggists and similar 
retailers. third company may complete- 
opportunistic and feel that can afford 
expand wherever the profit potential ade- 
quate and the write-off new equipment 
within its goals. 

Most companies are not very successful 
what might called addi- 
tions, although some instances the profit 
motive alone has apparently caused illogical 
additions that turned out very well. The con- 
sensus, however, that corporation should 
have definite policy which areas are 
most desirable for expansion. the research 
and development division comes 
products that not meet this requirement, 
the tendency would sell license such 
products rather than change the form 
the corporate picture. For example, the Na- 
tional Cash Register Company sought 
method eliminate carbon paper making 
copies sales slips, cash register receipts, 
and similar duplications. The company de- 
veloped process that has 
many uses far removed from the business 
machine and business machine supply field, 
but chose license its use other industries 
rather than change the company’s basic 
pattern. Such policy would appear 
desirable for all except the most unusual 
operations. 


For both existing lines and proposed 
new products, markets should carefully 
examined. After analyzing the market ac- 
cording the use product and channels 
distribution (an approach called market 
segmentation), companies often find that 
they are not covering the total market. Prod- 
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uct planning involves advance decision 
which market segments company should 
serve, process that involves careful re- 
search and raises many problems. Should 
private brand made? Should 
tailers sold direct? Should the direct dis- 
tribution industrial goods supplement- 
industrial distributors? Should in- 
ferior quality standard product fab- 
ricated? Market segments and the products 
that they require vary much that many 
companies have found essential create 
special departments serve each major mar- 
ket segment. 

The proven ability executives and per- 
sonnel company operate profitably 
unfamiliar area. Stated another man- 
ner, new activity should undertaken 
that not controllable the management 
and managers upon the basis their past 
performance. For example, members 
firm that has had great success produc- 
ing top-quality items premium price 
may completely unable make the mental 
adjustment necessary produce low-qual- 
ity product for the mass market where 
premium price can justified. Where 
company’s experience has been largely the 
handling metallic products, jump over 
industry that based woodworking 
would seem involve unnecessarily large 
risk. 

One company will have greater market- 
ing strengths through certain types chan- 
nels. second company may very strong 
research and development. third com- 
pany may excellent its production tech- 
niques. company decides expand, 
should get executives experienced the new 
areas. 

considering new products and growth, 
company must weigh the advantages ac- 
quisition against construction. Acquisition 
offers speed and secures personnel for new 
line. Construction and expansion offer more 
modern facilities. Some sort criteria must 
developed choose between these, 
broad company policy usually most 
helpful. 
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Every organization that successful 
over period time develops some type 
company corporate personality. This per- 
sonality may synonymous with quality 
premium with competitive prices. 
company may have reputation for leader- 
ship innovation, producing staple prod- 
ucts competitive prices. company may 
good favor with individual consumers 
and the public, have excellent indus- 
trial reputation. One major requirement 
product planning recognize the company 
personality and consider limiting product 
development and production those areas 
where the company personality strong and 
favorable. Certainly, the personality and 
thinking the company key deter- 
mining the areas where success with new 
products most promising. 

The next major step evaluate the 
present product line. Should the company 
drop scrambled additions made during the 
1950’s earlier, products whose sale has 
been falling? Certainly, considering new 
product the existing line should carefully 
examined determine whether plant and 
equipment should made available for the 
new product eliminating old one, 
whether new facilities should created. 
From the discussion, the general feeling was 
that many poor decisions have been made 
expand plant and equipment when weak and 
fading products should have been dropped 
from the line. 

The sales fading products tend 
overstated because they are never short 
supply, while the sales new and rising 
products tend understated because 
shortage and inability ship. The latter 
condition suggests that unfilled orders are 
important shipments analyzing the 
position products now being made. 

criteria perfectly. result, the assump- 
tion must made that every new product 
will involve compromising some the crite- 
ria. The problem choose products that 
best fit the test criteria and offer the greatest 
probability success. Practical compromise 
thus becomes basic product decisions. 
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PRODUCT POLICY 


The criteria that have been discussed pro- 
vide incomplete list. With another group 
participants, somewhat different em- 
phasis might have developed. develop 
sound product policy, each company must 
draw its own list criteria for evalu- 
ating product ideas and product planning. 

Two points, however, should empha- 
sized. First, every business will have 
evaluate impartially its own competitive 
strengths and weaknesses. realistic 
very difficult; fact, numerous companies 
hire consulting firms ensure impartial 
analysis. 

adding Paper Mate ball-point pens and 
Toni hair preparations supplement its 
razor and blade line, Gillette appears have 
decided that its marketing skills should 
concentrated consumer products that re- 
quired substantial investment advertising 
and promotion. Container manufacturers, 
more and more containers have shifted from 
tin aluminum and plastic (and other ma- 
terials), have broadened their lines cover 
the container field. Automobile parts manu- 
facturers serving the original equipment 
market alone have entered the replacement 
Specialty manufacturers 
major appliances have expanded com- 
bined offer full lines. Kaiser, after secur- 
ing the Jeep line, has shifted market em- 
phasis mainly industrial, commercial, and 
farm use, the areas which its corporate 
picture most favorably known. General 
Motors has entered the diesel-powered truck 
field round out its line trucks. Each 
these companies, well many others, 
has expanded where the company manage- 
ment believed its competitive strengths were 
close maximum. 


Second, organization for effective product 
planning and product development was rec- 
ognized possibly the most difficult mix- 
ture line-and-staff relationship today’s 
business management. User- and market- 
oriented product development requires close 
cooperation among market research, sales, 
product and development engineering, engi- 


neering, production, and service (as mini- 
mum) before the proper product, its proba- 
ble market, and its profitable price can de- 
termined. Where new plant must built, 
finance and other areas the company be- 
come involved. large company, many 
the executives carrying the work are be- 
low top level, yet must deal frequently with 
top level men who must have the vision 
treat them equals, possibly experts, 
the particular issues under consideration. 
Discussion highlighted this problem, but did 
not suggest any easy solution. The needs for 
adequate early market analysis, for testing 
new products under actual use conditions, 
and for test marketing were, however, con- 
sistently emphasized. 

One additional point should made. The 
need for educating company executives and 
personnel about new product policy, once 
has been established, appears vital. 
When basic policies concerning 
ucts, product lines, and product develop- 
ment have been established, the people con- 
cerned must indoctrinated with such poli- 
cies and their importance. This area appears 
have been nebulous many companies 
that executives interpret new product policy 
diverse ways not regard such policy 
changes implement new 
product policy appears require much 
effort communications basic change 
compensation methods. And, since many 
companies will rely upon products not now 
produced for the bulk their profits 1970, 
adequate understanding warrants whatever 
effort may needed. 

comparing product development the 
United States and Europe, the European 
participants emphasized frequently that Eur- 
opean firms had fewer facilities and people 
devoted new products. Their comment 
suggested that the rejuvenation European 
factories and business after World War 
had developed pace such that significant 
expenditures, both personnel and equip- 
ment, had not been devoted nor available 
for creative product research and develop- 
ment. the European executives analyzed 
the world market situation, the 
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low overhead costs abroad might make ex- 
port increases from Europe practical es- 
tablished products, while the United States 
could more than compensate for any such 
trade loss expanding foreign sales new 
products. 


OUR INNOVATIVE ECONOMY 
MAYNARD PHELPS 


RECENT years, our American economy has 
often been described innovative. also 
called competitive economy and accurately 
so, because the spirit competition has been 
reasonably well preserved most industries, 
despite some noteworthy instances collu- 
sion and attempted lessening competition 
through mergers. Yet feeling that 
competition has not been substantially re- 
duced, but that, fact, good case can 
made for the contrary. Nevertheless, the na- 
ture competition has changed many, 
not most, American industries. Essential- 
equal excel others like pursuits—that 
can express itself many ways. When 
say that now have innovative econo- 
are really saying that competition ex- 
presses itself more than ever before 
striving for new products and product im- 
provements rather than through price 
such production economies. 

Company executives must decide what will 
most effective capturing present mar- 
kets extending them beyond present bound- 
aries. For instance, they may say that their 
forte the management production, 
that they can produce lower costs than 
their rivals, charge lower prices, and thus 
increase sales volume share market. Or, 
even without lower costs, they can still fol- 
low policy competing actively pricewise 
the hope that competitors will not follow 
that they will tardily, and thus give 
the price reduction initiator advantage. 
But business concerns have become more and 
more skeptical about the virtues price 
competition similar products. They have 
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found that price competition, under certain 
circumstances, not fruitful, that be- 
gets more competition and all producers 
suffer. They feel that the advantage gained 
ingly transitory one, whereas the advantage 
gained developing superior product may 
have more lasting qualities. 

two conditions are present, namely, lit- 
tle price elasticity demand and prompt 
meeting price reduction competitors, 
price reductions simply are not advanta- 
geous manufacturers. Let take ex- 
ample from the automobile industry. Sup- 
pose, Walter Reuther once suggested, that 
all automobile manufacturers reduce their 
prices $100 per car the hope stimu- 
lating demand. Under such circumstances, 
individual manufacturer could hope 
sell additional cars through cross-elasticity, 
that is, capturing volume from some com- 
petitor price reduction move. Elasticity 
demand would have present before 
increase total demand would give all 
manufacturers business. 
Studies have indicated that automobiles have 
very low coefficient elasticity present. 
Under these circumstances, price reduction 
would simply lower profits for all automobile 
producers. This one reason why automo- 
bile manufacturers pay much attention 
product innovation attempts capture 
larger share existing market. The in- 
ference should not made that price reduc- 
tions are never fruitful. the early stages 
industry when additional volume 
makes possible substantially reduced produc- 
tion costs and much lower prices, demand can 
stimulated price reductions. course, 
this was true the automobile industry, but 
now prime example reliance in- 
novation for competitive purposes. 

Innovation enables company change 
its product line and keep its level 
profits. When product first introduced, 
its distinctiveness, its interest for consumers, 
and the immediate absence strong compe- 
tition make possible relatively long margin 
through high price relation costs. Un- 
doubtedly this has been true Metrecal, the 
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anti-obesity preparation or, use better 
name, the weight reduction formula. 
though competitors came into the market 
rapidly, Metrecal was and still profita- 
ble item for Mead Johnson Company. But 
prices already have been reduced from the 
initial level. The point that company adds 
these profitable products its line through 
innovation and thus increases, least 
maintains, the profit level. just im- 
portant discontinue certain products for 
which further innovation seems unlikely and 
for which profits have dwindled—if not dis- 
appeared. Many concerns can tell that 
they concluded certain products could make 
profit, were not needed for purposes 
complete line, and were discontinued. For 
various reasons, often difficult discon- 
tinue the manufacture and sale product 
but may, nevertheless, the logical thing 
do. 


The tremendous emphasis technical 
research recent years has provided the op- 
portunity for innovation. course, might 
argued cogently that the desire for in- 
novation brought about through competition 
and the need for more profitable line 
products prompted the technical research. 
There much research being done, 
er, that not the result competition 
other than very broad sense, innovation 
probably both the cause and the effect 
research American industry. 
should recognized that research “feeds 
upon the sense that whatever has 
been done provides broader base for in- 
crease knowledge the future. 


When looking for reasons behind the trend 
toward innovistic economy, must first 
give due credit maintained—perhaps 
have often said, the instability com- 
petitive position. Another factor 
growth scientific knowledge and the im- 
provement technology. Social scientists 
are trying understand the impressive 
wave new products and product innova- 
tions that appeared after World War II. Peo- 
ple throughout the world are attempting 


account for the multiplicity goods and 
services available the American economy. 
There has been nothing like before, any- 
where, the world’s history. Perhaps can 
ascribed the economic and social back- 
ground the United States and pressures 
the individual business enterprise. 


Among the economic and social factors 
that have favorably affected the rate in- 
novation the United States are the free- 
dom private enterprises develop and 
market products without much interference 
from government; the presence large 
and relatively unfettered market; the in- 
crease discretionary purchasing power; 
the inclination assume that novel things 
are better than traditional ones, least 
the willingness try new things; vigor- 
ous and imaginative approach business ac- 
tivities, including the willingness take 
risk; and the quest for security most 
threatening world situation. 

All these factors undoubtedly have had 
some bearing product innovation the 
United States, but the principal ones, those 
that might termed the keystones the 
arch, are technological progress—the appli- 
cation discoveries pure science new 
and profitable uses—and active effective 
competition rivalry among business con- 
cerns. 


THE RISE MARKETING 
PRODUCT PLANNING 


RAYMOND COREY 


THE GENERAL Annual Report for 
1952 contained the following statement: 


“In 1952, your company’s operating managers 
were presented advanced concept market- 
ing, formulated the Marketing Services Divi- 
sion. This, simple terms, would introduce the 
marketing man the beginning rather than 
the end the production cycle and would 
integrate marketing into each phase the 
business. Thus, marketing would establish for 
the engineer, the designer, and the manufactur- 
ing man what the customer wants given 
product, what price will wiliing pay, 
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where and when will want it. Marketing 
would have authority product planning, pro- 
duction scheduling and inventory control well 
the sales and distribution and servicing 
the product. This concept, believed, will fix 
responsibility, while making greater 
flexibility and closer teamwork the marketing 
the company’s products.” 


‘ 


so, What underlies what appears fun- 
damental change approach product 
planning? 

Throughout its long and successful history, 
General Electric has been engineering- 
oriented company, technical pioneer 
wide range activities. Whether formal 
arrangement simply practice, the de- 
sign its product lines had become the re- 
sponsibility primarily the company’s en- 
gineering personnel. Product planning was 
laboratory-initiated activity. The products 
sales representatives took the market 
were expression, good part, the com- 
pany’s technical research achievements. 

For General Electric and for many other 
technically strong U.S. corporations con- 
ceive product planning marketing 
function reverse decision-making flow 
long standing. Product planning becomes 
lines, expression what marketing per- 
sonnel have determined the needs 
GE’s customer groups. 


REASONS FOR THE CHANGE 


What conditions, may ask, have dictated 
this change for and for many other tech- 
nically competent American corporations? 
Four factors, least, may cited. First, the 
high rate technical development has 
forced companies pay more attention 
their markets. Technical research has been 
competitive weapon, surpassing its pow- 
such traditional weapons price cutting 
and increased advertising. New products, un- 
seating existing ones the markets they 
traditionally claimed, became the new face 
competition. These new products brought 
hosts new competitors—unorthodox ap- 


SEMINAR INTERNATIONAL MARKETING 


proach, unpredictable and undisciplined 
the time-worn protocol industry practice. 
For some, research was the cornucopia 
new opportunity for others research was 
uncontrollable force disrupting stable mar- 
kets. The essential point, however, that for 
both the challenger and the challenged the 
question, more urgently asked than ever be- 
fore, became: exactly should make 
and sell?” 

Second, the postwar wave mergers and 
acquisitions has had the same disrupting 
effect the market place. many instances, 
mergers became the answer the challenge 
new products. Thus, for example, when 
aluminum began after World War move 
vigorously into 
held copper, copper companies acquired 
aluminum-producing subsidiaries 
could continue serve their existing custom- 
ers. Can manufacturers, such American 
Can and Continental Can, acquired affiliates 
supplying plastic containers and other forms 
packaging. The question leading many 
these mergers was, what kind “pack- 
age products” makes sense the market 
place? 

third factor that served elevate the 
importance product planning func- 
tion, and give this function market ori- 
entation, was the huge dollar stakes for 
which the game was being played. this 
day mass production for mass markets, 
large investments plant and equipment 
could committed single decision 
add new product the line. many cases, 
the manufacturing and marketing economies 
scale were such that company could ill 
afford move half-heartedly into new 
market. competitive, one needed low 
unit cost product; and the only low cost 
plants were large, highly automated facili- 
ties. Careful product planning and market- 
ing research helped provide cheap insur- 
ance against costly errors. 

Fourth, even apart from the increasing 
rate technical development and the wave 
postwar mergers, the sheer intensity 
postwar competition per has provided 
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steady pressure the direction market- 
oriented product planning. the sellers’ 
market that experienced this country 
from the end World War the early 
1950’s, could tolerate considerable laxity 
every dimension marketing. When 
companies can sell all they make, manage- 
ments sense urgency when comes 
product planning. 

Starting, 1951-52, demand- 
supply conditions changed suddenly. Not only 
did domestic competition become intense, but 
European and Far Eastern competitors be- 
gan besting world markets. The quali- 
their products was good, and their 
prices were often low. not overstate- 
ment say that many domestic manufac- 
turers were forced into sharp reappraisals 
what they had conceived their com- 
petitive strengths. can give such reap- 
praising name and “product plan- 
there was lot more after 1952 
than before! 

may useful digress briefly this 
point ask what the term plan- 
means. actual practice, seems 
involve dealing with broad range prob- 
lems related what company makes and 
sells. one end the spectrum, product 
planning concerned with the company’s 
objectives and its over-all marketing strat- 
egy. this end, deal with such prob- 
lems as: What are the basic functions that 
our product line designed perform? 
What are the groups and classes custom- 
ers for which this line intended? 
seek serve our markets full-line sup- 
pliers limited-line specialists? Will 
function primarily supplier materials 
and components manufacturer end 
products? Will attempt take position 
technical leadership our industry, 
will achieve greater success fol- 
lower? 

the other end the scale, product 
planning becomes concerned with the detail 
carrying out the basic product policy. 
deal this end with such problems as: How 
many grades, models, and sizes supply 


each product line? What exactly are the 
specifications each item the line? Cus- 
tomer requests certain modifications the 
specifications meet his particular needs, 
will accede this request? 

way definition then, product plan- 
ning the determination the company’s 
basic product objectives, what products 
the company will make and/or sell, and 


what the specifications these products 
will be. 


DECISION-MAKING CRITERIA 


Product planning decisions often involve in- 
vestigation and judgment three areas: 
What does the market want? Can our 
company competitively effective this 
market? What will our making and selling 
the new product contribute our total op- 
erations? Let consider each these areas 
turn. 


What does the market want? The late 
Charles Kettering, pioneer the automo- 
tive industry, was once asked inter- 
view whether believed that “if man 
made better mousetrap, the world would 
make beaten path his door.” Kettering 
replied, “The people who have mice will.” 
This observation striking for its clear and 
simple wisdom. Kettering stresses the neces- 
sity for orienting product development effort 
market needs. also suggests his re- 
joinder that, analyzing markets, need 
conscious the fact that every mar- 
ket made segments. Each segment 
consists group customers having 
homogeneous needs and buying motivations. 

Our first task, then, identify the spe- 
cific market segments with which are con- 
cerned and determine market needs 
precisely possible. are then able as- 
certain, first, whether the product under 
consideration actually has market and, 
so, what its specifications should be. 

Simple enough say, but often en- 
counter obstacles making these judg- 
ments. the first place, the market have 
mind may not able articulate its 
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needs the idea the product relatively 
new. How far would get, for example, 
determining the potential market for private 
space vehicles interviewing our potential 
customer—the man the street? has 
way knowing how such product would 
fit into his pattern living, fact ever 
will. The same fundamental difficulty pres- 
ent even investigating the needs for new 
products that might fit immediately into the 
customer’s day-to-day activities. 

Another difficulty often exists identi- 
fying accurately those groups that will make 
the buying decisions and whose ideas may 
then determine product planning decisions. 
Take, for example, the dilemma manu- 
facturer heating and air-conditioning 
equipment who was interested adding heat 
pumps his line. The heat pump, based 
the same principles operation the re- 
frigerator, heats the home the winter and 
cools the summer with the same unit 
doing both tasks. This equipment could 
made one large unit and installed the 
house. Alternatively, could made two 
parts with one the house and the other 
outside. The choice involved such considera- 
tions ease installation, quality per- 
formance, and noise levels. attempting 
resolve this question, the manufacturer rec- 
ognized that homeowners, architects, build- 
ers, heating and plumbing contractors, and 
distributors would all influential buy- 
ing decisions regarding the heat pump. 
was unlikely, however, that each would ap- 
praise the relative advantages the split 
and the integral designs the same way. 
How, then, could appraise the relative 
importance these conflicting signals, and 
make product design 

third difficulty analyzing markets for 
new products presented the changing 
and evolving nature these markets. The 
market segments which speak may 
emerge only after product commer- 
cial use for period time. Then different 
groups begin exhibit distinguishing char- 
acteristics with regard the purchase and 
use the product. the outset, however, 


SEMINAR INTERNATIONAL MARKETING 


market segmentation may only latent 
thing. 

the face these problems, may 
difficult, but not impossible, make some 
initial judgments regarding market needs. 
For lack adequate market information, 
marketers and engineers may have define, 
objectively possible, what market needs 
are likely be. Interviews with few po- 
tential customers, with the company’s field 
sales engineers, and with representatives 
technical trade associations may provide 
them with some broad guidelines. These 
ideas may enough for first approxima- 
tion the market served and the prod- 
uct supplied. 

The further refinement these ideas then 
may come through the experience gained 
the initial marketing the product. may 
useful recognize that the beginning 
phases market development, when the new 
product actually being made and sold 
commercial customers, are the same time 
part the market research effort. Intro- 
ducing the product commercially, other 
words, part the very process finding 
out what need know about where the 
market exists and exactly what wants. 


Car our company competitively effec- 
tive this market? axiomatic that, 
defining its basic purpose and objectives, 
company should from 
should attempt those things that can 
well. dealing, then, with product plan- 
ning questions that fall the “policy” end 
the spectrum, need relate the com- 
pany’s strengths the requirements the 
specific job management undertakes 
elects make and market the new product. 


then becomes pertinent ask questions 
such these: Are there few many poten- 
tial customers? Can they reached through 
the company’s existing channels distribu- 
tion? Will extensive technical and engineer- 
ing service required customers? Will 
the company need establish new manu- 
facturing and warehouse facilities? Are the 
supplier’s trade reputation and brand name 
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important considerations the eyes po- 
tential customers? Will market share depend 
significantly maintaining position 
technical leadership? Will market position 
depend low price level quality? 
Are existing customers also potential custom- 
ers for the new product? 

Answers these questions may long 
way toward determining whether the partic- 
ular assets, skills, and relationships the 
company possesses can effectively em- 
ployed marketing the new product. 

There one other dimension, however, 
with which deal appraising company’s 
capacity for marketing new product. This 
the matter management interests and 
orientation. The degree enthusiasm—or 
alternatively, the degree resistance—that 
generated internally the idea adding 
new product can critical consideration. 
The new product may, for example, compete 
against the existing line for certain applica- 
tions. such instances, may true that 
the sense psychological commitments 
the current line literally disqualifies the man- 
agement from doing effective marketing 
job with the new product. 


What will our making and selling the new 
product contribute our total operations? 
Instinctively, the first question asked regard- 
ing the addition new product the line 
is: How profitable will be? While this may 
appropriate first question, often 
not the key question. And very often prod- 
uct planning decision made not simply 
increase profit but accomplish some other 
objectives related the business whole. 


may desirable, for example, add 
certain products have full line prod- 
ucts going certain customer groups. 
the product may added because the com- 
pany’s distributors want and will turn 
other sources supply the company does 
not add the line. Again, improvements 
product specifications may made simply 
meet the threat competitor’s improved 


product and thereby retain market posi- 
tion. 


the other hand, new product ideas may 
considered and rejected because their 
potentially adverse impact some part 
the company’s business. Making and selling 
the new product may put the company 
competition with some present customers. 
selling the new product might seem exist- 
ing customers conflict with the com- 
pany’s image. manufacturer electric 
fork-lift trucks, for example, who had 
claimed for years his advertising that 
electric trucks were superior gas trucks 
would face some difficulty adding gas 
trucks his line. 


Judgments regarding the impact new 
product the company’s total operations 
are not easily made. For one thing, often 
not possible apply quantitative measures 
this area. Nevertheless, tough-minded and 
objective judgment called for avoid 
making decisions based emotion and 
short-run considerations. 


PRODUCT PLANNING may defined the 
determination the company’s basic ob- 
jectives, what products will make and 
sell, and what the specifications these 
products will be. Product planning mar- 
keting activity has gained greatly im- 
portance the last decade. Reasons for the 
increase are the high rate technological 
development, the postwar wave mergers 
and acquisitions, increasing competition 
world markets, and the mounting costs 
new plants. These factors have tended in- 
crease both the number and the significance 
decisions corporate managements must 
make regarding what products the company 
should make and sell. They have forced man- 
agement give increasing effort the task 
designing competitively effective product 
lines. 


making product planning decisions, the 
relevant factors seem often fall three 
areas consideration: What does the mar- 
ket want? Can the company competitively 
effective this market? What will making 
and selling the new product contribute the 
company’s total operations? 
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MARKETING CHANNELS AND 


CHANNELS DISTRIBUTION—ONE 
ASPECT MARKETING STRATEGY 


WILLIAM DAVIDSON 


RECENT years, increasing emphasis has 
been placed upon modern concepts 
tomer-oriented marketing management”; 
has become more and more common ad- 
minister marketing activities with reference 
some defined marketing strategy. 

The formulation marketing strategy' 
consists two steps: 

Identification market target: the selec- 

tion objective stated terms the seg- 

ment the market (group consumers 

industrial users) which the company wishes 

appeal. 

Development marketing mix: the choice 


further discussion, see Alfred Oxenfeldt, Formu- 
lation Market Strategy,” Eugene Kelley and William 
Lazar, Managerial Marketing Perspectives and Viewpoints 
(Homewood, Richard Irwin, 1958), pp. 264 ff. 


INSTITUTIONS 


the relative emphasis accorded dif- 
ferent aspects the total marketing effort, 
order best attain the objective reaching 
the identified market. 


While the number separate, identifiable 
aspects the total marketing effort will 
vary from one company another, may 
helpful enumerate some rather common 
ingredients. These are: marketing research, 
product planning, channels distribution, 
physical availability product, advertising 
and sales promotion, personal selling, and 
pricing. 

Decisions concerning the relative emphasis 
placed upon each aspect involve altern- 
ative uses marketing man power and 
capital resources. Within particular com- 
pany given time, not possible in- 
crease greatly the relative emphasis upon 
one aspect without decreasing the relative 
importance other ingredients the mar- 
keting mix. Hence, decisions that enlarge 
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reduce the importance one item the 
mix can made intelligently only con- 
sidering the potential effects changing 
the relative importance others, and 
evaluating the total impact such changes 
upon the firm’s ability reach the market 
identified the first step formulating 
marketing strategy. 

These introductory remarks set the stage 
for viewing channels distribution one 
aspect marketing strategy. While such 
channels can singled out for special at- 
tention and discussion, managerial decisions 
concerning the selection trade channels 
and maintenance with 
agencies these channels should made 
the light their relationship over- 
all strategy marketing. 

This discussion will deal primarily with 
the marketing consumer goods within the 
domestic market. This restriction offers some 
advantages. First, channels usually 
lengthier and more complex consumer 
goods marketing than the industrial goods 
field, even though important generalizations 
apply equally under similar conditions. Fur- 
thermore, discussion channel problems 
industrial marketing tends more diffi- 
cult, because different vocabulary and op- 
erating conditions among industries; con- 
sumer goods marketing, the other hand, 
all have the perspective and experience 
consumers, and hence can more readily 
grasp the implications examples and gen- 
eralizations. 


CHANNELS DEFINED 


The term “channel distribution” part 
the working vocabulary every business 
executive, yet many would hard pressed 
define its meaning precisely. This not 
surprising because wide variety inter- 
pretations are available the literature 
the subject. 

For example, the channel has been defined 
one author “the pipeline through which 
product flows its way the consumer. 
The manufacturer puts his product into the 
pipeline, marketing channel, and various 


marketing people move along the con- 
sumer the other end the 
Another states, 
channels are the combination agencies 
through whicn the seller, who often, 
though not necessarily, the manufacturer, 
markets his product the ultimate 


third scholar views marketing channels 
consisting “intermediary sellers who 
intervene between the original source sup- 
ply and the ultimate consumer.” his view, 
the number and character such inter- 
mediaries determined primarily the 
requirements sorting and the oppor- 
tunity effect economies suitable sort- 
ing another occasion, the 
same writer described marketing channel 
group firms that “constitute loose 
coalition engaged exploiting joint op- 
portunity the 

Another well-known source 
“the trade channel made the middle- 
men who move goods from producers con- 
sumers” and that “we usually think the 
channel being made those merchants 
who own the goods and those agent mid- 
who effect 


This variety viewpoint leads lack 
clarity several points. Does the channel 
have primarily with the change 
ownership goods with the physical 
movement product? the nature 
given channel determined the manutac- 
turer, acting seller, middlemen 
and consumers, carrying out their role 
buyers? the channel made only mid- 
does include the manufacturer one end 
and the consumer the other? 


Clewett, Checking Your Marketing Channels (No. 
120; Washington: U.S. Small Business Administration, Manage- 
ment Aids for Small Manufacturers, January, 1961). 

Howard, Marketing Managements: Analysis and De- 
cision (Homewood, Richard Irwin, Inc., 1957), 179. 

*Wroe Alderson, Marketing Behavior Executive Action 
(Homewood, Richard Irwin, Inc., 1957), 211. 

5Wroe “The Development Marketing 
Richard Clewett, ed., Marketing Channels for Manu- 
factured Goods (Homewood, Richard Irwin, Inc., 1954), 
30. 

Converse, Harvey Huegy, and Robert Mit- 
chell, Marketing (Englewood Cliffs: Prentice-Hall, 
Inc., 1958), 119. 
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Given some product marketed, sev- 
eral jobs must done. First, there the 
question arrangements for bringing about 
changes ownership performance the 
functions exchange, buying, and selling. 
Second, there the matter availability 
physical supply, which involves the functions 
transportation and storage, and related 
activities such physical handling and con- 
trol inventories. Third, there the ne- 
cessity various facilitating auxiliary 
functions, such the collection and dissemi- 
nation marketing information, manage- 
ment market risks, financing marketing 
activities, and standardization and grading. 

Generally speaking, the functions ex- 
change may considered paramount be- 
cause planning for physical supply and per- 
formance facilitating functions not be- 
come relevant the typical marketing or- 
ganization unless there profitable oppor- 
tunity for transfers ownership. 

appears, therefore, most realistic de- 
fine the channel distribution consisting 
course taken the transfer title 
transferring the title product from its 
first owner (usually manufacturer) its 
last owner, the business user ultimate 
consumer. Such route necessarily includes 
both the origin and the destination; hence, 
should viewed including the manu- 
facturer and the ultimate consumer, well 
any intervening middlemen, inasmuch 
much marketing activity. Middlemen 
the channel include both merchants, who as- 
sume title and resell their own account, 
and various kinds agents brokers, who 
not take title but are nonetheless instru- 
mental along the route taken effect trans- 
fers ownership. Broadly speaking, the 
channel also includes marketing establish- 
ments owned vertically integrated com- 
panies, that is, those performing marketing 
functions more than one plane level 
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distribution. Examples are chain-store dis- 
tribution warehouses and manufacturers’ 
branch sales offices. There legal trans- 
fer title between factory and sales 
branch operated the same company nor 
between chain-store warehouse and the 
retail units serves; however, there are in- 
tracompany transactions that have the na- 
ture sales shipments, and which are 
comparable nature the transactions 
made alternative suppliers distributors 
performing similar functions the same 
plane distribution. 


PHYSICAL DISTRIBUTION 


The general tendency for the physical 
flow merchandise accompany the route 
exchange. This not, however, universal- 
the case, and there are indications that 
separate structural arrangements for physi- 
cal distribution are increasingly important. 
few examples will illustrate variety 
arrangements for providing physical supply 
apart from the channel distribution. 

the field industrial marketing and 
many lines consumer goods, manufac- 
turers’ agents are used lieu manu- 
facturers’ sales branches. combining the 
product lines several manufacturers, the 
manufacturers’ agent provides economical 
sales coverage given area, and often 
reaches certain customers who would dif- 
ficult contact other means. While such 
agents are links the channel used effect 
transfers title, they not 
stocks. The physical flow goods 
another arrangement, one that 
direct from the factory the customer 
the agent. 

the wholesale paper trade (as many 
other lines wholesaling), most transac- 
tions are handled from 
owned and stored the merchant. large 
proportion the total dollar and physical 
volume sales consists, however, so- 
called sales. individual orders 
large size, the wholesale merchant buys 
from the manufacturer and takes title 
the point where merchandise loaded 


I re N. Beckman, Harold Hl. Maynard nd William R 
1) rr f Marketing (New York The Ronald Press 


MARKETING CHANNELS AND INSTITUTIONS 


cars, but the merchandise itself flows di- 
rectly from factory customer drop 
shipment, never coming near the establish- 
ment where the sale was negotiated. 

Several retail mail-order companies have 
worked out arrangements establish cata- 
logue order departments retail estab- 
lishments operated supermarket chains. 
While the facilities another retailing or- 
ganization are used part the route 
through which sales contact made with 
the consuming public, the merchandise 
shipped directly from the mail-order estab- 
lishment. 


the field food-product manufactur- 
ing, several companies with factories located 
various parts the country and wide 
product lines have recently established gi- 
gantic regional food distribution warehouses. 
Such warehouses consolidate each region, 
reservoir all products the line, per- 
mitting fast delivery mixed cars low 
freight rates wholesalers and chain ware- 
houses. This form physical distribution 
tends separate from organizational re- 
sponsibility for sales handled through branch 
offices through food brokers, and the geo- 
graphic flow merchandise does not cor- 
respond the location establishments re- 
sponsible for making sales contacts with 
customers. 

the appliance industry, some wide-line 
manufacturers have concentrated physical 
supply various items the line, either 
centralizing all manufacturing facilities 
providing for distribution warehouses. 
The wholesale distributor remains the in- 
stitution making sales contact with the re- 
tailer and assumes responsibility for devel- 
oping the desired share available market 
potential the area his operation. Many 
types dealers the retail level are able 
purchase full cars containing mixture 
various items the manufacturers’ as- 
sortment, with the flow goods direct from 
factory manufacturers’ warehouse. The 
retailer still has contact with the wholesaler 
the next link the distribution channel 
but, many instances, this related 
transfer title, financing arrangements, 


and sales promotion assistance, and has little 
with the physical flow merchandise. 

The last two examples, particular, re- 
flect growing tendency streamline physi- 
cal distribution setting apart from the 
complex channel links used for obtaining 
sales. some companies, new department 
physical distribution combines number 
previously scattered activities, including 
finished goods inventory control, transporta- 
tion and traffic warehousing, order process- 
ing, container design, and sometimes even 
manufacturing 

this practice becomes more widespread, 
there will increasing tendency con- 
sider institutional arrangements the chan- 
nel used for effecting changes ownership 
element the marketing mix, dis- 
tinct from the arrangements for the avail- 
ability physical supply. the majority 
instances, however, both ownership changes 
and physical flow may continue along all 
major part the same route. 


CHANNEL 


many discussions the subject, the man- 
ufacturer cast the role “commander” 
the channel situation. When introducing 
new product when making major change 
distribution policies, examines wide 
range possible alternatives with respect 
kinds and numbers wholesale and retail 
outlets, weighs number factors that 
have bearing upon sales volume, costs, 
and profitability, and selects the arrange- 
ments that best serve his purpose. 

manufacturer choosing channel may 
divided into two classes: vertical considera- 
tions, which relate the number different 
levels stages the route used effect 
transfers title; and horizontal considera- 
tions, which pertain the density selec- 
tivity distribution and the classes and 


Routes Deliver the Goods— Faster and Cheaper,” 
Business Week (Nov. 14, 1959), pp. 108 ff.; John Magee, 
“The Logistics Business Review, 


Donald Bowersox, and Frank Mossman, Physical Distri- 
Management (New York: The Macmillan Company, 1961). 
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number outlets given plane (for 
example, wholesale retail 

Vertical choices may 
alternatives the following kind that might 
available manufacturer home fur- 
nishings. could choose (1) sell direct 
the consumer without use any middle- 
men, perhaps means catalogues; (2) 
sell retail furniture stores means 
sales 
sell furniture stores through whole- 
sale merchants; (4) sell wholesale mer- 
chants means manufacturers’ agents 
who also sell other related lines; (5) use 
manufacturers’ agents who call directly upon 
retailers; (6) use some combination 
the above channels order reach differ- 
ent geographic markets various classes 
stores, perhaps differentiated the basis 
volume. 

Horizontal choices illustrated 
listing the channels open manufacturer 
home furnishings who has his own sales 
organization directly upon the retail 
furniture trade. must decide whether 
(1) continue confining his distribution re- 
tail furniture stores; (2) sell also fur- 
niture departments regular department 
stores; (3) offer his merchandise also 
variety-department stores operated cer- 
tain variety chains who are expanding their 
merchandise offerings this general 
merchandise; (4) sell various forms 
discount houses. 

Conventional discussions channel prob- 
lems have tended devote more emphasis 
questions the vertical kind stress- 
ing the factors that determine whether 
when feasible for the manufacturer 
move forward the channel, assuming with- 
his own organization the functions nor- 
mally performed various types middle- 
men. thereby carries his own marketing 
effort close possible the final user. 
Among the various factors generally believed 
contribute the feasibility short chan- 
nels are high unit value product, wide 
line items marketed together, geograph- 


For re comprehensive treatment, see Principles of Market- 
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ically concentrated markets, 
strength and marketing know-how the 
manutacturing company’s organization. 

recent years, several factors have 
tended make decisions the horizontal 
type appear matters greater decision- 
making significance. For one thing, various 
types retail outlets have greatly diversi- 
fied their merchandise offerings, thereby in- 
vading what was once considered the private 
province establishments other cate- 
gories. consequence, there wider 
range alternatives the retail level, and 
each class has unique operating problems, 
buying procedures, and operating philoso- 
phies. Second, choices the horizontal level 
are more likely cause frictions and ten- 
sions channel relationship. For example, 
antagonism among regular household ap- 
pliance stores and possible withdrawal 
sales support them may occur when 
manufacturer decides solicit 
business from various types discount 
houses. Similar frictions exist the whole- 
sale when distributors one line 
trade find that new outlets another trade 
classification are selling identical products 
formerly distributed more confined way. 
Third, decisions use particular tvpes 
outlets the retail horizontal 
choice—may often dictate the kind chan- 
nel used vertical sense, since the 
retailer uses certain sources 
supply and traditional outlook buying 
arrangements. 


The Middleman 


numerous situations, the manufacturer 
can realistically regarded the channel 
commander, least the short run. 
rather common for the manufacturer call 
the plays when large and powerful, 
when has developed high public status 
his demand creation activities, when finds 
feasible use limited number dis- 
tribution outlets, and when distribution out- 
lets operate under the terms franchise 
and would seriously handicapped the 
withdrawal it. This tends the case 
with automobiles, major 
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ances, and automotive petroleum products 
sold through gasoline service stations. 


many other instances, the manufacturer 
channel commander not any basic way 
but only derivative sense, owing the 
strong position middlemen the channel. 
This circumstance stems from the twofold 
role middlemen distributors manu- 
facturers’ goods and suppliers the pur- 
chasing requirements their customers. 
When the middleman carries variety 
items drawn from many original sources, 
tends more strongly oriented the 
latter role than the former. 


may noted that the manu- 
facturers’ freedom select among concep- 
tually available alternatives 
limited conditions and attitudes prevail- 
ing among middlemen. Many circumstances 
limit the potentialities for distribution 
certain types channel situations, whether 
the choice vertical horizontal na- 
ture. Examples these circumstances fol- 
low: 

The manufacturer finds that the most desirable 
types outlets have already been pre-empted 
strongly entrenched competitive organizations. 

The middleman, already using his space and capital 
resources the maximum, reluctant add addi- 
tional items his line, since such proliferation poses 
serious logistics problems, particularly terms 
available display space, space, catalogue 


stock control listings, capital required for inven- 
tory investment, and forth. 


The pricing discount structure the item 
not sufficiently attractive induce middlemen 
devote promotional effort adequate ensure move- 
ment the consumer. 


The manufacturer mishandles consumer packaging 
shipping containers that neither acceptable 
under the conditions selling merchandise han- 
dling typical particular line trade. 

The manufacturer has created tensions frictions 
trade channels, either using distribution tech- 
niques that place him direct competition with 
some possible outlets distributing through 
various outlets different lines trade with vary- 
ing margin and sales supporting requirements. 
thereby generates antagonism, which his 
products unacceptable or, best, only marginally 
acceptable certain types potential outlets. 


When the manufacturer encounters condi- 
tions such nature, often learns that 


the middleman, his role buyer and 
selector sources supply, really deter- 
mines the nature the channel dis- 
tribution. 


The Consumer 


Even when middlemen, whether they 
wholesale distributors retailers, are more 
strongly entrenched than manufacturers 
channel commanders, their role too more 
derivative than basic, owing their need 
adjust constant changes. private 
enterprise economy characterized high 
levels buying income per family, the con- 
sumer has wide range choices when 
comes satisfying those wants that can 
met the market place. The consumer can, 
for example, decide whether use more 
his purchasing power eat better, travel 
more, buy more clothes, purchase 
new appliances for his home. the choice 
for appliances, can satisfy his needs 
department store, appliance store, 
mail-order company, furniture store, 
discount house, automobile accessories 
store or, some areas, supermarket 
consumers’ cooperative organization. His 
choice will ordinarily the outlet that has 
best harmonized its marketing mix with the 
buying interests the group consumers 
which the individual purchaser 
member. 

the long run, therefore, the buying 
decisions consumers determine the adjust- 
ments that occur the relative importance 
different kinds channels distribu- 
tion. adjustments occur the retail 
level, they naturally have their impact 
vertical sense, modifying the relative posi- 
tions various kinds channel links be- 
tween the manufacturer and the retailer. 


CHANNEL CHOICE 


The discussion thus far indicates why cer- 
tain manufacturers have found necessary 
modify their concept factors that deter- 
mine the choice channels. the company 
that follows program modern, con- 
sumer-oriented marketing management, con- 
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ments are elevated paramount status, and 
factors relating company situation are 
subordinated, least the sense that the 
latter must adjusted the former. This 
means that the manufacturer must look be- 
yond his own circumstances and beyond the 
situation intermediaries the channel, 
that attuned the wants and inter- 
ests the consumers the market segment 


Evaluating Channel Relationships 


Too often, channel relationships not re- 
ceive due attention since involve mat- 
ters that are “outside” the company and, 
hence, are more easily taken for granted 
than other activities such marketing re- 
search, advertising, personal 
These functions come for more 
frequent review appraisal since respon- 
sibility for them tends fixed the 
organizational chart job descriptions, 
and the cost them conspicuously iden- 
tified accounting statements. 

manufacturing companies, opportuni- 
ties for more frequent and more realistic 
appraisal channel problems and relation- 
ships might provided new approaches 
charting the organization marketing 
activities. new version organiza- 
tion chart might well show not only the var- 
ious departments within the marketing divi- 
sion the company, but also all the ver- 
tical links the channel used effect trans- 
fers title eventual users, and, moreover, 
the different types outlets each hori- 
zontal plane stage distribution. 

related possibility prepare operat- 
ing statements that reveal sales performance 
and cost situations through the channels 
used. the top such statement would 
sales, stated terms prices paid 
the ultimate user, and showing expenses 
the costs marketing through the various 
channels use. 


ANY EVENT, manufacturers will have 
made progress solving channel dis- 
tribution problems when they recognize two 
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considerations. First, channel activities must 
thought only one aspect the total 
marketing mix and one that must co- 
ordinated with other ingredients, 
contribute the objective reaching de- 
fined market; second, the long run, the 
nature channels determined from “the 
bottom up” rather than from top 


THE WHOLESALER LINK THE 
DISTRIBUTION CHANNEL 


PAUL COURTNEY 


ALL MIDDLEMEN have one thing com- 
mon—they are too often looked upon the 
general public anachronistic appendages, 
useless leeches the economy, adding cost 
but value the goods they handle. 
Strangely, the large national manufacturer 
who arranges distribute 
through his own middle-channel facilities 
and the large national chain retailer who 
buys direct and performs his own wholesale 
function seem escape this general public 
indignation. All middlemen, particularly 
merchant wholesalers who handle the bulk 
the nation’s output, are solely responsible 
for this national misunderstanding our 
role the service the consumer. How- 
ever, are, hope, beginning wake 
the fact that, industry, had better 
something about this misunderstanding 
are continue serve and prosper. 

The Census Business (1958) indicates 
that there are approximately 287,000 whole- 
sale establishments the United States and 
that approximately 185,000 these are 
“merchant Merchant whole- 
salers are defined who take 
title the goods they sell such 
sale merchants jobbers, industrial dis- 
tributors, voluntary group wholesalers, ex- 
porters, importers, 
salers, drop shippers, wagon distributors, re- 
tailer cooperative warehouses, terminal ele- 
vators, and cooperative buying associations.” 
not convinced that there are 185,000 
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merchant wholesalers stay with the 
definition. Thousands retailers the 
country, who buy quantities large 
larger than many wholesalers buy, classify 
themselves wholesaler-retailers. Converse- 
ly, many commodity lines there are many 
wholesalers, true merchant wholesalers un- 
der the definition, who operate one more 
retail outlets.) 

addition the 185,000 merchant 
wholesalers, there are 102,000 wholesale es- 
tablishments that can classified follows: 
Sales branches and sales offices (but not 
retail stores) maintained manufacturers 
mining enterprises apart 
plants mines for the purpose marketing 
their products; (2) agents, merchandise 
commodity brokers, and commission mer- 
chants; (3) petroleum bulk stations; and 
(4) assemblers, buyers, and associations 
engaged the cooperative marketing 
farm products.” 

The public, and too many others who 
should know better, seem feel that some- 
one can wave magic wand and the middle- 
channel distribution function can bypas- 
sed, its cost eliminated, and consumer 
prices thereby lowered. far con- 
cerned, you can eliminate wholesaler from 
the distributive system but you cannot elim- 
inate his function someone has perform 
it. must add, however, that wholesalers 
not pretend that they can and market 
all types grown, mined, manufactured 
products. have never met wholesaler 
battleships, tankers, atomic cannon mounted 
railroad cars, steam-electric hy- 
droelectric power plants for million kilowatt 
power stations. believe, however, that 
the marketing the majority widely 
distributed products our farms, mines, 
and factories, some form middleman can 
best perform the middle-channel distribu- 
tion function. 


This has been amply proven the past 
century and half America. few sta- 
tistics are worth noting. the past nineteen 
years, 1939-58, the growth gross national 
product the United States has been 480 


per cent. the same period, using the same 
dollar measures, the growth dollar volume 
goods handled merchant wholesalers 
has increased 533 per cent. This volume 
increase was handled only per cent 
more establishments and with only per 
cent total increase number employees 
the nineteen years. not believe that 
the constantly improving efficiency the 
nation’s merchant wholesalers could more 
dramatically emphasized. 

Just our products are constantly chang- 
ing, our national marketing patterns are 
constantly state evolution. The dyed- 
in-the-wool wholesalers group whole- 
salers who fail detect changing marketing 
patterns and who resist changing their ser- 
vices meet these changing conditions in- 
evitably experience difficulty just keeping 
with the growth gross national prod- 
uct. Ours consumer-dominated dynamic 
economy, and the vast majority American 
wholesalers almost all commodity lines 
are dynamic marketeers. They are cutting 
marketing costs while increasing services 
both their suppliers and their customers. 

Despite these accomplishments, why 
wholesalers continue criticized? There 
are three explanations: misunderstanding 
about marketing general, negative 
image wholesaling the average Ameri- 
can’s mind, and the direct selling efforts and 
claims number individual manufac- 
turers coupled with the more recent direct 
buying and “discount” selling 
efforts some retailers. 

the extent that all marketing suspect, 
suffers. number important writers have 
leveled their critical sights marketing ac- 
tivities—particularly advertising and selling. 
John Galbraith defends the existence 
marketing—but backhanded way. Sel- 
ling and advertising, claims, are the prod- 
ucts opulent society, rich enough 
support the luxury waste. his words: 


Our proliferation selling activity 
the counterpart comparative opulence. Much 
inevitable with high levels well-being. 
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may waste but waste that exists 

because the community too well off 

Marketing, sure, not above re- 
proach; there considerable room for im- 
provement. But caricature all marketing 
manipulative, frivolous, and even collu- 
sive advertising and selling miss the 
point. Production does not create its own 
demand nor the market place aware 
and ready buy all desirable products. The 
legitimate wants consumers are seldom 
entirely rational and economic. Psycholo- 
gical and sociological studies remind that 
so-called nonrational needs are fundamental 
human satisfactions. 


put another way, marketing creates 
values utilities. Yet how often for- 
get this; how often talk about the 
“values added manufacture” versus “the 
costs This loaded term- 
inology with unfortunate inaccurate 
implications. Both wholesalers and retailers 
create value the form time, place, and 
possession utilities. 


WHOLESALER’S FUNCTION 


What are the values created and the ser- 
vices performed the wholesaler for his 
supplier? First, plans local distribution— 
timely, simultaneous, nationwide distribu- 
tion, with minimum number supplier 
contacts. Second, provides ready-made 
local sales force; can economically cover 
wide retail and industrial ac- 
counts. Third, provides low-cost ware- 
house, field storage, and delivery facilities. 

Fourth, simplifies credit and accounting 
procedures and provides the necessary cap- 


range 


ital finance inventories and credit exten- 
sion. Last, accepts large shipments, thus 
substantial transportation 
paper-work savings. 

Without the services the wholesaler, 
the direct-selling manufacturer-supplier 


achieving and 


confronted many problems. His efficiency 
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must either diluted dividing the ad- 
ministrative and technical skills his per- 
sonnel between making the product and 
performing the middle-channel marketing 
function, must have two separate 
divisional functions, one handle manu- 
facturing and one handle selling and dis- 
tributing. Without the wholesaler must 
contact myriad small local accounts. His 
often limited line merchandise must bear 
the full cost these calls, and his credit 
department must stand the burden 
vestigating and carrying hundreds thou- 
sands unknown risks. Unless maintains 
field stocks, must ship thousands 
small lots. Perhaps most significant the 
fact that, without nationwide, organized 
middle-channel group wholesalers, the 
small manufacturer-supplier limited 
local area market for his output. 


Then, too, the wholesaler performs 
variety functions for his 
tailers and business users. anticipates 
their requirements and maintains inven- 
tory tailored meet these requirements; 
assembles, locally, the varied output many 
suppliers, holding available for calls 
short notice; buys large quantities, break- 
ing bulk suit the customers’ convenience, 
while passing the savings effected both 
cost and transportation; delivers 
promptly according need; extends 
credit; guarantees the goods and makes 
on-the-spot adjustments, handling returns 
and allowances, and eliminating correspond- 
ence; lends marketing assistance and 
advice (this service, moreover, being im- 
proved most commodity lines); and 
provides financial assistance times 
stress. 


This mean list benefits. submit, 
however, that there more this story. 
The retailer, like the supplier who uses the 
wholesaler’s middle-channel services, avoids 
diluting the energies his executive staff; 
has access large group products 
small manufacturers that might not other- 
wise available him; and, dead-weight 
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store space, formerly devoted merchandise 
storage, can converted profit-making 
selling customer service space. 


TRENDS MARKETING 


have referred suppliers who bypass 
distributors, and know that retailers have 
assumed some wholesale functions and con- 
sumers some retail functions, particularly 
the supermarkets and the discount houses. 
But how know that these pressures 
eventually engulf the merchant whole- 
saler and make him anachronism? can 
answer this question only, believe, ex- 
amining some important marketing trends. 

all know about the growth advertis- 
ing among manufacturers who want 
their products. This growth 
relatively new American marketing. How 
many our sales managers the 1930’s, 
for example, talked about brand images and 
motivation consumers? Yet these are com- 
mon terms advertising today. whole- 
salers are aware that the manufacturer who 
invests heavily advertising will fight 
control his distribution, particularly the 
retail level. 

These brand efforts manufacturers 
have had other effects. Not too many years 
ago the consumer was loyal her favorite 


She was, might say, institu- 


tion oriented. Today, her loyalty of- 
ferings, not institutions. Brand advertising 
has convinced the buyer that quality and 
service are the same, regardless the 
retailer. The buyer interested self-ser- 
vice (anyone’s self-service), stamp plans 
(anyone’s stamp plans), and discount buy- 
ing (anyone’s discounting). result, the 
wholesaler and the retailer, both links the 
distribution channel, are being squeezed from 
from two directions from manufacturers 
who want controlled distribution and from 
consumers who have less and less respect for 
institutions and more the what-can-you- 
do-for-me attitude. Nonetheless, feel there 
are strong counteracting trends. 
Manufacturers who spend large sums 


advertising, particularly national Tv, need 
intensive distribution prior the individual 
program presentation. Costs for are too 
high and the impact, though great, too short- 
lived allow for so-so distribution. Thus 
there compelling reason for supporting 
the middle-channel, independent merchant 
wholesalers who can collectively effect timely 
broad-based distribution. 


number manufacturers, moreover, 
are beginning think terms segmented 
markets rather than large single-approach 
markets. There appears good reason 
for this change. The successful manufacturer 
experiments constantly with 
line. Innovation necessary affluent 
economy where consumers can and exer- 
cise their whims. The American consumer 
has passed the stage having devote his 
income the necessities; now has dis- 
cretionary spending power, which can 
used choose between second car, another 
Manufacturers find competition for this 
market rigorous indeed. There equally 
severe competition for the producer in- 
dustrial goods. Plastics vie with metals, 
aluminum with steel, and atomic power with 
traditional fuels. 


Approach Markets 


Partly result these changes, sub- 
mit that manufacturers are beginning 
reappraise their basic approach markets. 
Traditionally they have argued for stand- 
ardized products minimize factory costs. 
This standard output was sold what was 
essentially defined homogeneous market 
means large advertising, promotional, 
and selling expenditures. increase his 
share the market, the producer increased 
his advertising and selling costs. 


But this becomes frightfully expensive 
the market not homogeneous wealthy 
enough pick and choose. convert mar- 
ginal customers limited product line 
calls for disproportionate increases selling 
costs. Why not reverse the approach pro- 
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ducing differentiated products that 
marketed separately separate markets? 
Factory costs may rise but selling, advertis- 
ing, and distribution costs will drop, and 
total profits may larger. Such manufac- 
turer thinks terms the middle-channel 
distribution specialist, the merchant whole- 
through them that can best 
afford cover number regional and 
specialized markets. Segmented markets tend 
force abandonment selling 
efforts. 

Some notable recent examples such 
change, covering wide variety commodi- 
ties, might cited: Heinz Co. and 
Swift Co. food; Crane Company 
plumbing and heating; and Pratt Whitney 
industrial supplies. All have abandoned 
direct selling market programs the past 


few years. 


Labor 


final influence that tends force the use 
the merchant wholesaler the middle 
channel distribution labor. Labor be- 
coming our scarcest and most expensive com- 
modity. 1929, wages and salaries consti- 
tuted per cent personal income the 
U.S. 1955, had risen one-fifth per 
cent. the same time, the decrease the 
number unborn babies the great de- 
pression showed gap our prime 
labor age brackets. the age group, 
for instance, absolute decrease taking 
place now. What does this mean? 

With rising labor costs, supplier-manu- 
facturer will think twice before dupli- 
cates existing distribution system. More- 
over, labor costs rise, would seem in- 
evitable that the manufacturer will try 
minimize his fixed costs distribution 
order gain the utmost profit leverage from 
any sales increase. examines his return 
investment possibilities, almost sure 
turn middle-channel merchant whole- 
salers who are geared low-margin opera- 
tions high turnover. 

However, wholesalers not believe 
that these distribution gains will automa- 
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tic. have job our hands, convincing 
our suppliers and our customers that can 
help solve their complex marketing prob- 
lems. Manufacturers cannot expected 
turn their backs large advertising com- 
mitments lose their desire for ag- 
gressive representation the retail level. 
Nor can customers expected support 
“traditional institutions’ because they are 
traditional. 

wholesalers are aware early rum- 
blings that would seem portend different 
approach the total problem physical 
distribution. Aided new mathematical 
techniques (popularly labeled “operations 
research”) and the availability elec- 
tronic data processing equipment, manufac- 
turers are beginning analyze their prob- 
lems physical distribution, relating the re- 
quirements plant capacity and location, 
product and package size, field warehous- 
ing, materials handling, and connecting 
transportation facilities. These requirements 
are studied unit for the purpose find- 
ing the combination that will produce the 
greatest over-all net return investment. 

wholesalers have been prone think 
too much terms return sales, gross 
margins, and net margins instead the en- 
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lightened measure business operating effi- 
ciency—return investment. will 
well remember that distributive values 
utilities are not our monopoly virtue 
title. The function, not the institution, the 
more enduring. Innovation crucial for 
for our suppliers and our cus- 
tomers. must—in fact, are—adapting 
our changing masters—our suppliers and 
our customers. are modernizing our 
plants, facilities, and operating procedures. 


and large, are small companies, 
advantage great importance local mar- 
ket operations. are more responsive 
changing market conditions 
areas final sale, and can reflect and 
report these changes quickly. believe that 
the flow goods from produc- 
consumer can deliver our sup- 
pliers and our customers per trans- 
action” that more attractive than slower, 
more expensive direct distribution. 

The 1960’s are already showing signs 
becoming the decade not only specializa- 
tion but also the believe 
that alert manufacturers, large and small, 
and alert retailers, chain and independent, 
are beginning calculate profits, are, 
the basis return investment rather 
than return sales. believe that when 
return investment becomes basic 
tenet management philosophy, whole- 
salers will emerge “new source” prof- 
improvement, way out, you like, 
the profit squeeze. 


THE RETAILER LINK THE 
DISTRIBUTION CHANNEL 


CHARLES LAZARUS 


THE ROLE the retailer the distribution 
channel, regardless his size type, 
interpret the demands his customers and 
his potential customers, and find and stock 
the goods these customers want, when they 
want them, and the way they want them. 
This adds having the right assortments 


the time customers are ready buy. The 
problem today complicated our chang- 
ing population—changing terms age 
and youth, and terms levels economic 
income. 


Types retail operations today range 
from the tiny the huge, from the neigh- 
borhood variety store the big department 
store (whether downtown regional 
shopping center), from the exclusive apparel 
shop the discount house, and from the full- 
service store the self-service supermarket. 
The population explosion, the growth the 
preductive capacity America, the rise 
personal income, and the resulting increased 
discretionary spending power have created 
this great diversity retail stores; retailing 
reflects changing consumer demands and the 
way the consumer expresses these demands. 


The discount house, for example, phe- 
nomenon the postwar economy. was 
made possible the pressure productive 
capacity developed during the war years, 
particularly for hard goods, and the need 
for distributing the goods produced. Many 
discount-house techniques pricing and 
methods selling have been adopted 
other forms retailing, and even store 


like ours the discount business many 
lines. 


levels well types goods. 
and apparel shops, children’s ap- 
parel shops, maternity shops, junior size 
shops, greeting card shops, and hobby goods 
shops are but few. Most these speciali- 
zations are paralleled the large depart- 
ment stores. example, take the men’s 
departments our store. Before the war, 
had men’s furnishings department, 
men’s clothing department, and University 
Shop for the younger man; but new special- 
izations have developed each season men’s 
lines. the work week became shorter and 
vacations were extended, the casual sports- 
wear trend grew, and more men wanted 
varied wardrobe. This spring, result, 
opened two clothing departments budget 
and better), two complete sportswear de- 
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partments budget and better), plus the 
University Shop; the next few months, 
will open specialty shop beamed the 
young man who wears “natural shoulder” 
clothing. Besides these departments the 
main store, have series specialized 
men’s shops our basement store. Each spe- 
cializes type price level men’s 
wear. The male customer, like every cus- 
tomer, has wide range choice, whether 
specialized areas department store, 
the various kinds specialty stores, 
other specialized stores. 

STORES looking for goods meet customer 
demand have almost much choice their 
customers. The most elaborate method in- 
volves having goods designed meet par- 
ticular need. This little more common 
than many realize. standard practice, 
for example, many foreign markets, where 
desirable add American colors and 
designs the hand craftsmanship Europe 
the mass production the Far East. 
also standard practice with private brand 
goods made retailer’s specifications. 


The big user particular manufac- 
turer’s product will buy direct from the com- 
pany that produces the product. Most the 
merchandise large retail outlet de- 
partment store acquired this way; but the 
distributor, the wholesaler, and the importer 
all have important part supplying the 
retail outlet. Even big store like Lazarus, 
with hundreds merchandisers making 
market trips every month and season, buy 
many lines goods through wholesalers 
importers, rather than from manufacturers. 


Here interesting example. have 
upstairs budget millinery department and 
basement millinery department; both stock 
hats approximately the same price and 
quality. The upstairs department buys one 
line hats directly from the manufacturers 
and gets three four weeks’ delivery. The 
basement department manager pays little 
more for the same manufacturer’s hats be- 
cause she buys through wholesaler; but she 
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gets three four days’ delivery. The base- 
ment department manager convinced that 
fast operation, with slightly higher in- 
itial cost, can more profitable than the 
three- four-weeks’ delivery operation. 

The retailer’s function, see it, 
represent the consumer the manufactur- 
er’s showrooms the wholesale house. 
(No self-respecting retailer looks upon him- 
This representation requires prejudgment 
consumer wants. Because this, are 
organized little differently from most big 
companies..We attach priority importance 
the selling floor unit, the point which the 
merchandise, the retailer’s representative 
(the sales person), and the customer meet, 
and the point that can studied the ob- 
servant buyer. All successful retail opera- 
tions are organized this way. have 
simply adopted the organization the suc- 
cessful one-man store, where one man makes 
all the decisions and represents the cus- 
tomer. 

Some people call ours the “upside down 
organization chart,” but for customer- 
oriented business, dependent for its success 
customer sensitivity the selling floor, 
consider side The organiza- 
tion chart looks something like this: 


THE CUSTOMER 


THE SELLING FLOOR UNIT 
(The Salesman) 
SERVICE 


THE DEPARTMENT MANAGER 
FINANCE 


THE DIVISIONAL 
MERCHANDISE MANAGER 


PROMOTION 


OMo-P 


PERSONNEL 
THE GENERAL 


MERCHANDISE MANAGER 


GENERAL MANAGEMENT 
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The functions service, finance, promotion, 
and personnel are all supporting func- 
tions,” operating each level the organ- 
ization chart and helping sell more goods 
more profitably. 

But the selling floor our research labo- 
ratory. base our judgments our future 
stock contents the way customers respond 
our stocks and what they ask for that 
don’t have. Having the right merchandise 
with the right features the right time, 
and presenting the way that most 
acceptable most customers are the only 
reasons are business; and store 
like ours, this requires decision making 
hourly and daily the selling floor. Hence, 
our department manager given authority 
buy and sell within the limits pre- 
scribed plan that himself has made out. 
And has the responsibility for the profit- 
able development his area goods, just 
the small retailer has. All other members 
the organization, including management, 
are there support these department man- 
agers’ selling units help make them more 
effective. 


RETAIL planning determines the marketing 
pattern the economy large degree; 
the seasonal patterns retailing are well 
known manufacturers, both type 
merchandise and type retailer. The ap- 
pliance manufacturer, for example, gears 
his production schedules and his national 
advertising schedules the June retail peak 
refrigerators, the midsummer dehumid- 
ifier business, and the fall automatic dryer 
business. But the evolution the postwar 
consumer has brought about changes re- 
tail planning that have also brought about 
changes manufacturer planning. 

One the most productive retail devel- 
opments postwar years has been the ac- 
celeration effort promote off-season 
selling. The slow selling period June and 
August, and January and February, well 
early November, have been made more 
profitable aggressive promotion. Retail 


pressures have speeded delivery new 
seasonal goods that spring apparel, for 
example, makes its welcome appearance 
many stores before Christmas. These same 
pressures have caused 
maintain production and 
best sellers for longer periods and have 
required the development value goods for 
dull postseasons. has been our experience 
that vigorous attack preseason and 
postseason periods does not diminish, 
any way, customer response the in-season 
periods. fact, preseason emphasis tends 
improve the normal selling periods. 


But even more important than the pro- 
motional interest the intense forward 
planning that now becoming customary 
all kinds retail stores. our stocks 
have grown and specialized merchandise 
areas have expanded, has been necessary 
develop careful timing and action calen- 
dars each separate area merchandise— 
calendars that signal the types decisions 
that have made and when they have 
made. 


has been necessary develop each sea- 
son’s financial plans around well-identified 
appeals customers each area mer- 
chandise. Such features the 
and the work-saving materials and designs, 
compared mere utility, sell more goods 
more customers. For example, the fitted 
sheets, the pastel colored sheets, and the 
lovely printed sheets have taken large part 
the plain white sheet business the new 
postwar customer has become more con- 
scious the fashion look she wants and the 
work-saving features. 


We, many other retailers, our mer- 
chandise planning around features that at- 
tract customers: style, color, material, trim, 
design, work-saving benefits, special sizes, 
and value pricings. The brand (the manu- 
facturer’s feature) usually becomes second- 
ary our planning. The well-known quality 
brand great feature too, but only the 
extent that suggests the other features. 
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The retailer’s demands for certain fea- 
tures are relayed the manufacturer’s de- 
signing department when have deter- 
mined what want our stocks three days 
three months ahead, depending the 
wholesaler’s manufacturer’s delivery time. 
These demands affect what will manu- 
factured, what newly developed, and what 
promoted the national marketing levels. 
rare nowadays find department 
manager without clear idea exactly 
what customer features shopping for 
—tempered, course, the new features 
that the manufacturer showing. will 
also know how much going buy 
each type, because each planned keep 
his total stock balance. 

this connection, interesting note 
that the retailer today doesn’t look upon 
boys’ business, for example, the way did 
prewar days. Such today, 
whether specialty store department 
store, made seventeen separate busi- 
nesses, which call classifications: boys’ 
underwear, boys’ hose, boys’ trousers, boys’ 
jackets, boys’ suits, boys’ dress shirts, boys’ 
sport shirts, and forth. Each these 
further broken down into size classifications. 
Each these businesses carefully planned, 
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controlled, and watched financially and con- 
sidered business that must 
grow its own. Each these businesses 
must carefully and thoughtfully balanced 
terms high and low price lines, terms 
staple versus fashion merchandise, and 
terms each aspect its assortment. Even 
within classification such sport shirts 
there are many separate businesses 
looked individually, such long-sleeved 
shirts, short-sleeved shirts, and plain and 
fancy shirts. Even within the fancy shirt 
classification, there are many separate busi- 
nesses, such stripes and prints. And 
the retailer runs series little businesses 
for the customer, having what she wants, 
the way she wants it, and the time she 
wants it. 

our economy continues expand, 
the age levels within the economy change, 
and the income levels within the economy 
change, retailing must remain fluid years 
come. Retailing must change the ways 
which offers goods and services the 
changing public, because the retailer the 
American economy the per- 
sonal representative, responsibility that 
carries with continuing challenges and 
opportunities. 
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INTRODUCTION 
ALBERT FREY 


THE PURPOSE behind any study the prob- 
lems promotion make improvements 
the content and techniques marketing 
available the marketing manager that 
turn may make better decisions. While 
great deal empirical data available 
the field marketing promotion, there 
still much done, much know. Our 
present knowledge marketing meager. 
Marketing management, for example, needs 
find ways and means making better de- 
cisions the promotion area. Because not 
enough known about how promotion de- 
cisions should made, the degree guess- 
work employed this area today far too 
great. Marketing men also know too little 
about how consumers arrive their de- 
cisions, and how they will respond any in- 
fluence the marketing man may attempt 


This article and those that follow the seminar promotion 
are summaries prepared Jean Halterman. 
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exert upon them. Basically, then, there 
strong need for better executive decisions 
made the light more extensive and more 
accurate knowledge the factors that in- 
fluence consumers’ decisions. 


DEFINITIONS 


There may considerable difference 
opinion concerning what included 
each the promotion activities: personal 
selling, advertising, sales promotion, and 
publicity. For the purposes this discus- 
sion, the following definitions are used: 

Personal selling refers the efforts 
salesmen when they call customers and 
prospective customers order induce 
purchases. 

Advertising the preparation visual 
and oral messages and their dissemination 
through paid media for the purpose mak- 
ing people aware and favorably inclined 
toward product, brand, service, institution, 
idea, point view. 

Sales promotion concerned with the cre- 
ation, application, and dissemination ma- 
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terials and techniques that supplement ad- 
vertising and personal selling. Sales promo- 
tion makes use direct mail, catalogues, 
house organs, trade shows, sales contests, 
premiums, samples, window displays, and 
other dealer aids. Its purpose increase 
the desire salesmen, distributors, and 
dealers sell certain brand and make 
consumers more eager buy that brand. 
Personal selling and advertising can only 
far these decisions; sales promotion 
provides extra stimulus. 

Publicity like advertising some re- 
spects but differs that used the dis- 
media are not typically paid for using it, 
there are established media rates for pub- 
licity, and the company institution 
which for which released often not 
identified with the message. 

short, personal selling tends move 
the product through the distribution chan- 
nels toward the consumer; advertising tends 
move the consumer toward the product; 
and sales promotion and publicity facilitate 
both these activities. 

The importance definitions not con- 
fined placing workable delimitations 
discussions advertising, selling, and sales 
promotion. budgeting, particularly, the 
business executive must concerned with 
definitions, with what should included 
advertising, what sales promotion, and 
what publicity and public relations. For 
purposes comparison, control, and execu- 
tive management, then, definitions the 
promotion activities must clearly stated. 


FUNCTIONAL INTEGRATION 


Decisions marketing deal with the ends 
and means, with strategy and tactics, and 
with the achievement the right quantity 
and quality each type marketing effort. 
Strategy the promotion area must 
tune with strategies other areas—such 
production and pricing—and the total strat- 
egy must consist profitable optimum 
combination all marketing activities. 

The offering consumers combination 
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the product, package, brand, service, and 
price. This offering implemented through 
the tools selling, ad- 
vertising, sales promotion, 
and through decisions related the market- 
ing organization and policies such de- 
cisions concerning distribution channels. 
Most the factors these areas can 
controlled, least part, the business 
firm. Yet the manager must concerned 
also with additional factors the environ- 
ment, including the market and competition, 
over which has control least the 
short run. 

While decisions have made concern- 
ing organization and policies—whether, for 
example, sell discount houses, 
whether use advertising component 
the marketing mix—these occur less fre- 
quently than decisions the promotion area. 
Decisions this area must made with re- 
gard three broad categories specific ob- 
jectives: company, marketing, and advertis- 
ing (or other elements promotion). With- 
this framework, the basic, though not mu- 
tually exclusive, questions concerning the 
effective use the promotion tools rea- 
sonable cost are: (1) whether use the tool 
(personal selling, advertising, sales promo- 
tion, publicity) all, (2) how much use 
it, (8) how use (4) how control its 
use, and (5) how measure its effective- 
ness. 


PERSONAL SELLING 
AND SALES PROMOTION 


SEARES 


MARKETING “the greatest profession 
the world today,” and art 
persuasive especial- 
important adjunct the distribution 
process. From the point view profitable 
management, there economic responsi- 
bility marketing speed the flow 
cash order bring more adequate re- 
turn investment. Unsold inventory may 
cost the company from per cent, and 
these high costs obviously cut into profit. 
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1959, for example, the average annual in- 
ventory turnover equalled 6.22 for manu- 
facturers; 10.91 for wholesalers; and 8.33 
for retailers. the extent that the sales 
function can convert unsold inventory into 
sold inventory, can increase these turn- 
over rates and thereby increase profits. In- 
ventory data, incidentally, are not especially 
significant except they relate total 
movement merchandise and economic 
growth. 


SELLING VERSUS 
MERCHANDISING 


order implement the selling function, 
management must have much more complete 
knowledge why people buy not buy. 
The relation buying patterns buying 
motivations tends determine the balance 
that must struck between personal selling 
and other types merchandising. For cer- 
tain essential products, like bread, certain 
kinds normal buying habits de- 
velop; some instances this buying pattern 
can best implemented through “creative 
merchandising.” For other products, how- 
ever, the consumer must educated con- 
cerning his needs, and these cases the 
same kind buying patterns not develop. 
Here, creative selling needed move the 
products volume the consumer market. 

The roles merchandising and selling, 
then, are different. Merchandising must seek 
build brand preference, user benefits, and 
consumer understanding, all them leading 
sales, and these functions must relate 
closely problems cost. Selling, the 
other hand, must seek develop latent 
needs; must build comprehension, explain 
user benefits, and develop understanding, all 
them again leading the ultimate sale 
manner that relates the value the 
“investment” selling rather than the 
ratio cost margin. 

“People are ‘down’ what they are not 
‘up’ on,” that is, they not favor products 
they don’t know. Selling must provide that 
type product education that results 
favorable attitudes and market motiva- 


tion. helpful technique developing bet- 
ter understanding those consumers the 
sales force hopes reach the “problem- 
assessment seminar.” such meetings, the 
sales force can interchange ideas about suc- 
cessful appeals, consumer motivation, and 
user benefits that relate the needs the 
consumers for whom the product suited. 


THE COMMUNICATIONS MIX 


Sales management must provide suitable 
balance the various parts the communi- 
cation mix. For example, the balance such 
factors personal selling, point-of-purchase, 
direct mail, catalogues, displays, technical 
assistance, and advertising for demand 
stimulation and product preference varies 
greatly between consumer goods and indus- 
trial goods, and between those consumer pro- 
ducts that are expendable and those that are 
durable. 

Furthermore, the ingredients the com- 
munications mix vary depending the need 
produce awareness for the product, un- 
derstanding the message, conviction, and 
ordering. For certain types industrial 
products, efficient advertising builds aware- 
ness, but may less strong than personal 
selling closing the sale. 

Certainly the techniques personal sell- 
ing can reinforced appealing all the 
senses; for example, combination oral 
and visual presentation can often produce 
better sales results than the use tech- 
nique aimed toward single sense. one 
tested case, the addition visual materials 
oral sales presentation increased the 
possibility consumers remembering the 
product per cent. 


SALES PROMOTION 


many respects, sales promotion activities 
are important advertising. Their role 
the whole promotion process depends, 
course, the particular marketing circum- 
stances. Many activities fall within the area 
sales promotion, and the field might 
described “those marketing activities, 
other than advertising, personal selling, and 
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publicity, that stimulate customer purchas- 
ing and dealer 

Sales promotion activities can affect the 
the performance all promotion activities, 
and the responsibility for salesman’s per- 
formance rests ultimately with the sales 
manager who recruits, selects, trains, super- 
vises, and manages the sales force. Five 
promotional factors that can help specifical- 
the performance the personal selling 
function are: 

Develop both internally and externally 
strong line communication with the salesman. 
Check the motivation value sales promo- 
tion efforts accompanying the salesman 
his calls from time time. the promotional 
material achieving its objective? Can made 
permanent and more useful the salesmen? 
Can the variety materials furnished sales- 
men classified and indexed that they are 
more readily accessible? Can the effectiveness 
promotional material checked with dealers 
and distributors? 
Coordinate the advertising message with the 
selling function. Salesmen should kept in- 
formed about current and proposed advertising 
campaigns, including information about appeals 
and sales points that will stressed the ad- 
vertising. Often the salesman can provide use- 
ful information about appeals that can incor- 
porated into the advertising campaign. 

Particularly industrial selling, check with 

satisfied customers, collect testimonial letters, 

and use these letters additional sales promo- 
tion tools. 

Impress upon the sales force the value ad- 

vertising. 

careful description the sales man- 
ager’s position and personal progress ap- 
praisal would provide management, particu- 
larly top management, with two useful tools. 
Experience has shown that various factors 
commonly contribute sales failure and 
others management success; one check 
list, for example, prepared Associates 
lists 
thirty-two reasons salesmen fail. 
Through personal progress appraisals both 
management and individual members the 
sales force, possible spot patterns 
performance early and thus institute train- 
ing programs designed correct any weak- 
nesses that may identified. 
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THE ADVERTISING APPROPRIATION 


ALBERT FREY 


DETERMINE the number dollars that 
should allocated for advertising and sales 
promotion obviously difficult problem. 
this area marketing, others, per- 
that point reached where additional 
theory. Under the marginal revenue ap- 
proach, theory would suggest that dollars 
should added the appropriation until 
that point reached where additional 
dollar will longer bring additional con- 
tributions net profit. Yet this marginal 
increment theory little practical value 
decision-making; the appropriation not 
achieved the addition series single 
dollar increments. 
These major problem areas complicate the 
appropriation decision: 
Management can seldom sure the results 
advertising, and present has measure 
absolute results before the advertising ap- 
pears; yet results and appropriation must 
necessity closely tied together. 
variety variables other than advertising 
affect the results which advertising meas- 
ured. 
These variables—many which cannot 
controlled—interact closely that the results 
advertising depend the action the vari- 
ables and cannot clearly separated from them. 
Short-term results advertising often cannot 
separated from long-term results, although 
management some cases disguises its success 
lack success promotion hiding behind 
long-term objective that cannot immedi- 
ately measured. 
influences advertising, including the effect 
consumer advertising retail dealers. 


APPROPRIATION METHODS 


spite these difficult problems, number 
“standard” methods for setting the ad- 
vertising appropriation are often discussed. 
These include: (1) arbitrary appropriation; 
(2) employment all available funds— 
particularly useful the introduction 
new product; (3) competitive parity where- 
the budget set relation average 
for the industry; (4) percentage sales, 
which may appropriate for product well 


PROMOTION 


advanced the life cycle and holding 
fairly well-established promotion patterns; 
(5) fixed sum per unit; and (6) the research- 
objective method which the total invest- 
ment required determined totaling the 
cost specific advertisements needed 
achieve stated objective. Perhaps, addi- 
tion these, “marketing method 
might appropriate and workable. this 
method, the advertising manager would have 
submit his estimate monetary require- 
ments for consideration light the total 
marketing program and then defend his bud- 
get position before group executives re- 
sponsible for other activities the market- 
ing program. 

Although the percentage sales method 
often the subject criticism, certain 
studies would seem show that there 
reasonably close correlation between share 
advertising within product group and 
share market. 

Both measurement advertising and de- 
termination the advertising appropriation 
must closely tied specific objectives. 
Some attempts have been made relate ad- 
vertising sales profit objectives, but, 
for reasons already listed, these objectives 
are not altogether workable for appropria- 
tion and measurement purposes. result 
some firms have attempted tie evaluation 
objectives related noting, reading, 
listening, viewing; these objectives, how- 
ever, are perhaps too narrow signifi- 
cant value problems budgeting. 

Since advertising means communi- 
cation designed many instances create 
awareness products and create 
favorable attitude toward those products, 
would seem reasonable and sound that prob- 
lems measurement and related problems 
budgeting might profitably tied with 
these specific advertising functions. 


WHEN ADVERTISE 


Rather than beginning discussion ap- 
propriations with questions “how much,” 
management might profit starting with 
the question “should advertising under- 


Does the opportunity exist, fact, 
for profitable use advertising? ad- 
vertising cannot profitably employed, then 
the need for budget considerations becomes 
superfluous. If, however, the profitable op- 
portunity for advertising does appear 
exist, measured against definite criteria, 
then management can move the busi- 
ness budgeting using the best tools pres- 
ently available. 

great opportunity exists today the 
application operations research the de- 
termination the advertising appropriation. 
Controlled experiments and other applica- 
tions scientific methodology budgeting 
problems also afford real opportunities for 
greater insight into problems advertising 
decision-making. Operations research, com- 
bined with controlled experiments, may help 
identify and isolate all the variables af- 
fecting sales, lead method for assigning 
reasonable values each the variables, 
and provide method for working out the 
best combination these variables re- 
lation net profits. 


THE “MICRO” APPROACH 


Most approaches the problems budget- 
ing have been “macro” approaches, that 
the decision has dealt first all with what 
total appropriation required. Perhaps man- 
agement should take “micro” point view 
and begin the advertising planning with the 
consumer rather than with the firm. Such 
approach requires extensive information 
about buyer behavior, and unfortunately, 
management today has only meager 
edge this important field. 

The “micro” approach requires answers 
many perplexing problems related the con- 
sumer: How many advertising impressions 
does take persuade the consumer? How 
many specific advertisements must pur- 
chased create the necessary number 
impressions? How can management best 
schedule the required number advertise- 
ments? Additional information needed re- 
lated the “message-basket concept” 
coverage, frequency, and continuity. 
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Yet, with answers these important 
areas, Management could perhaps determine 
the number and scheduling advertise- 
ments required achieve specific objec- 
tive, and then could total the media and 
schedules arrive appropriation fig- 
ure. Any studies these areas—or studies 
combining the “micro” and 
proaches—could certainly 
mensely the effectiveness management 
decision-making all areas promotion. 


EXAMPLE 
SALES PERSONNEL EVALUATION 


HERBERT KEITH 


President, The Service Bureau Corporation 


NEXT “why consumers buy?” the most 
difficult question facing management 
makes good salesman, and why does 
someone want become salesman?” Part- 
aid recruiting, International Busi- 
ness Machines Corporation made compre- 
hensive study its 2,000-man data process- 
ing sales force attempt answer these 
questions. 

reflect the actual composition the 
data processing sales force accurately 
possible, “stratified random sampling pro- 
was used. Factors geographic lo- 
cation, age, and sales performance were 
specified ensure that the sample would 
correspond the distribution these fac- 
tors the total sales force. From this ran- 
dom selection 200 salesmen, the company 
found that the typical salesman selected was 
years age, was quota with the com- 
pany less than three years, and earned 
$15,900 1959. 

The individuals making the sample 
were interviewed depth two-man teams 
sales executives and trained social scien- 
tists. The sales executive focused the in- 
dividual’s reaction his sales experiences 
and his opinions about various company poli- 
cies; the psychologist focused the indi- 
vidual’s personal background and motiva- 
tions. Face-to-face interviews were used in- 
stead questionnaires, order probe 
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more deeply and avoid superficial stereo- 
typed answers. 

After the interview, the total sample could 
classified into six categeories. The most 
where the father was dominant, and where 
the need success was strongly em- 
phasized. Less successful were those men 
who came from families where friction ex- 
isted between the son and the father, either 
because the latter tended deride his son’s 
plans for the future because the son 
sought surpass the accomplishments his 
father. The least successful salesmen came 
from closely knit families where love, peace, 
and harmony existed the family group; 
among this least successful group were also 
those who had been “spoiled” children and 
who were not allowed face challenge and 
responsibility early life. 

general, the successful salesmen were 
those who made their own decisions—such 
what attend, what course 
study follow, what career pursue. These 
findings indicate that self-determination and 
leadership qualities are important for sales 
success. further support these findings, 
these characteristics seem lacking 
those not judged successful salesmen. 

The tests and interviews suggest that one 
the greatest motivating factors selling 
desire for early recognition life. 
the basis this conclusion, the company 
revising its methods recruiting, changing 
certain training aspects, upgrading the cali- 
ber instruction and providing greater 
specialization for sales personnel, revising 
compensation methods, and carving out more 
distinct career paths for 
within the company itself. 


EVALUATION AND BUDGETING 
ADVERTISING 


MAXWELL ULE 


MARKETING the profitable creation and 
satisfaction consumer demand. The field 
faces production problems—both the pro- 
duction products satisfy consumer 
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needs and the creation markets ac- 
cept those products. the role the 
marketing decision-maker implement this 
broad concept marketing, but “most men 
are not qualified make decisions.” Ad- 
ministrators must qualify themselves for 
decision-making the marketing area, and 
decision-making can aided when manage- 
ment works develop two abilities: the 
ability define problem and become 
oriented toward problem definition; and the 
willingness rehearse alternative solutions 
problems. 

advertising decision-making, the future 
may well hinge what might called 
“disciplined Yet the development 
advertising into discipline will require 
crossing many difficult hurdles, not the least 
which the reluctance men have 
their performance measured. Further, the 
values advertising the marketing mix 
must appraised, and the difficulties in- 
herent this area are widely known. 

For the moment, these problems must 
set aside. Advertising means com- 
munication, and enough 
about communication theory for advertising 
practice and consequently advertising man- 
agement improved this knowledge. 
The comments presented here are one way 
which “blend” this communication 
point view with the problems advertis- 
ing decision-making might achieved. 


THE ADVERTISING BUDGET 


What the “correct” advertising budget? 
Perhaps there correct answer this 
question from management’s point view, 
although there can reasonable and de- 
fensible answer. The correct budget depends 
marketing objectives; those objectives 
are clearly known, then management can 
begin state what the advertising problem 
will be. the objective maintain sales 
volume? increase volume? maintain 
profit levels? increase those levels? in- 
troduce new product? The specific objective 


will most surely affect budget considerations, 
and will also affect the results obtained from 
dollars invested advertising. For example, 
the incremental costs required increase 
sales from one level higher one may 
greater than the incremental cost ad- 
vertising designed maintain present sales. 

Two broad approaches the problems 
the advertising budget might used: 
approach. The bookkeeping approach prob- 
lem solving, however, would not take into 
account the productivity advertising 
the relationship incremental costs re- 
sults. For this reason, perhaps approach 
tied the marketing objective the firm 
would provide sounder basis for decision- 
making. This marketing approach must be- 
gin with clear understanding the role 
advertising helping meet various 
marketing objectives. 


THE ROLE ADVERTISING 


Many elements combine affect the sale 
given product the market place: the 
product itself, package, price, sales force, 
distribution, shelf facings, merchandising, 
promotion, trade incentives, competitive 
countermeasures, product image, and ad- 
vertising. One element alone cannot normal- 
achieve the optimum sales objective 
the firm. Thus major problem facing man- 
agement determine the amount em- 
phasis that should placed each element. 
sense, these market elements are sym- 
phony, and the marketing manager direc- 
tor the symphony. 

this mix, advertising seeks accom- 
plish two broad objectives, one designed 
help the consumer decide what buy, the 
other designed explain the consumer 
why buy. These two objectives are: (1) 
build and maintain product awareness 
the consumer level, (2) build and maintain 
favorable consumer attitudes toward the 
product. 

These two functions constitute the role 
advertising. Many critical advertising de- 
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cisions may based the knowledge that 
advertising’s only role consists building 
awareness and favorable attitudes. 


ATTITUDE AND AWARENESS 


The phrase product awareness describes the 
degree saliency that certain brand has 
the consumer’s mind. The measurement 
product awareness indicates the degree 
which brand name enters the consumer’s 
consciousness upon stimulus. For example, 
consumer might asked many 
brands you can laundry soap 
and the responses could tabulated show 
the relative awareness the variety 
brands mentioned. 

Consumer attitudes represent the degree 
favorable emotional that con- 
sumer has given product. Consumers 
might asked, well you like this 
specific brand product?” answer, the 
consumer would rate the product scale 
that might range from through (or 
neutral) +5. totaling responses from 
consumer attitudes toward variety com- 
peting products. This rating impersonal; 
does not require the respondent explain 
the reasons behind his attitude, and, re- 
sult, reflects both the conscious 
conscious motivations that help form con- 
sumer attitudes toward various brands. 

The two measures—product awareness 
and consumer attitude—can then com- 
bined numerically provide ratings for each 
the products which the consumer re- 
spondents are aware. 

Specific, intensive tests have shown that 
the combined rating attitude and aware- 
ness has positive correlation with sales, 
and that both the favorable attitude and the 
high degree product awareness must 
present before large volume sales 
achieved. These tests also show that point 
diminishing returns exists: Sooner 
later, input designed build more favorable 
attitude and awareness scores brings the 
desired higher and higher cost. 
This point diminishing returns can de- 
termined and plotted for products. 
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MEASUREMENT ADVANTAGES 


Attitude and awareness measurements pro- 
vide certain advantages the evaluation 
advertising and the management ad- 
vertising activities. First, these measures 
are closely related sales objectives, op- 
posed measures like viewing, which may 
not correlate closely with sales. Second, at- 
titude and awareness factors are indepen- 
dent most nonadvertising promotion fac- 
tors, and the effects specific advertising 
activities attitude and awareness can 
rather clearly isolated. Third, the factors can 
measured relatively easily and more 
rapidly than sales. Furthermore, attitude 
and awareness measurements can used 
predict sales, and can related advertis- 
ing input and output. For these reasons, the 
measurement these factors reduces the 
area for judgment management and thus 
can improve the effectiveness manage- 
ment decisions. 


APPLICATIONS 
ADVERTISING 


Three elements the advertising program 
relate factors attitude and consumer 
awareness. These factors are: (1) what 
said the advertisement, content; (2) 
how said terms appeal, use color, 
media, and on; and (3) how much said. 
both terms total number advertising 
insertions and number impressions made 
prospects. The last two factors relate 
specifically problems the advertising 
budget. 

connection with attitudes, there should 
strong correlation between consumer’s 
belief the advertising message and his at- 
titude toward the product. When appeal 
selected and tested, that appeal may 
judged weak the correlation between be- 
lief and attitude not strong; when the cor- 
relation between two factors belief and 
attitude high, then the appeal relation 
its effect attitude and awareness 
should strong. belief specific ad- 
vertisement increases, favorable attitude 
toward the product should also increase. 
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Thus possible select the best sev- 
eral possible appeals for specific advertise- 
ments through tests that correlate belief 
with attitude. 

Further, the effect attitude and aware- 
ness can measured terms exposure 
single advertisement, making possible 
pre-evaluation appeals, layout, color, 
and other advertising techniques. con- 
trolled experiments, consumer attitude and 
awareness among the group can meas- 
ured; after exposure single advertise- 
ment, the attitude and awareness factors 
can again measured, and terms at- 
titude change (or gain) the specific adver- 
tisement can evaluated. 
APPLICATION BUDGETING 
far, the steps described have suggested 
ways which the effect individual 
advertisement attitude and awareness 
can measured. solve the problem 
how much should invested advertising, 
necessary determine the number 
exposures the advertising message— 
“conscious impressions” required 
achieve that level attitude and awareness 
needed accomplish specific sales objec- 
tive. Media evaluations can then made 
the basis their ability deliver measur- 
able numbers conscious advertising im- 
pressions. 

Suppose, for example, manufacturer 
packaged goods sets sales objective $15 
million, per cent share the market. 
possible, through the steps described, 
determine the level attitude and aware- 
ness that must generated order reach 
this objective. The advertiser may find that 
must reach per cent all households 
with least one conscious advertising im- 
pression order raise the attitude and 
awareness score sufficiently generate the 
$15 million sales objective. terms mar- 
ginal cost, the studies may show that im- 
pressions beyond per cent the house- 
holds may have higher costs than can 
justified terms results. Thus, terms 
coverage, conscious impressions tend 


follow cost curve diminishing returns. 

single conscious impression may not 
enough build the required brand aware- 
ness; therefore the advertiser must also de- 
velop sufficient frequency impression 
build brand awareness that comparable 
the attitude levels held major com- 
petitive brands. general, awareness tends 
increase frequency conscious im- 
pressions increases. 


Tests for this particular type packaged 
goods show that, the average, per 
cent share attitude and awareness 
roughly equal per cent share brand 
use. Thus, brand could achieve favor- 
able attitude and awareness score among 
per cent the consumer group, that brand 
should achieve per cent share the 
market, and the company seeking per 
cent share the market would need 
achieve per cent degree awareness. 
This relationship attitude and awareness 
share the market generally holds true 


Studies this field also indicate that, 
general rule, one conscious impression should 
produce per cent brand awareness. The 
packaged goods company that wishes 
achieve per cent awareness would need 
conscious impressions. shown earlier, 
the media schedule cannot efficiently cover 
100 per cent the market; marginal costs 
limit coverage about per cent. Given 
this coverage, the media schedule would re- 
quire advertising insertions equal the 
conscious impressions required achieve 
per cent degree awareness. com- 
puting cost per thousand for reaching 
per cent the market with insertions, 
the advertiser can then determine the dollar 
requirements for campaign designed 
achieve the sales objective $15 million, 
per cent share the market. 


The cost adding existing share 
the market may much higher, perhaps 
much double the cost maintaining 
present share the market. Much the same 
problems exist when introducing new 
brand into relatively mature market. 
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PRICING—AN AREA 
INCREASING IMPORTANCE 


CHARLES HEWITT 


SOME YEARS ago, Joel Dean commented that, 
although pricing central importance 
theory, most American business 
executives felt that was their least im- 
portant worry. There are many reasons why 
pricing decisions have demanded larger 
share executive attention recent years. 

Overcapacity, increased competition from 
foreign-made goods, higher labor costs, auto- 
mation, and certain recent demographic 
trends have contributed both overproduc- 
tion tendency towards 
creased price competition many industries. 
Evidence the impact these competitive 
pressures the marketing levels various 
industries shows trends toward scrambled 
merchandising and the use nontraditional 


economic 
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distribution channels, the decline fair 
trade, and diverse attempts manufac- 
turers obtain controlled distribution. 
the other hand, nonprice competition, with 
growing stress product and promotion 
policies, seems the basic competitive 
strategy European markets. For the pres- 
ent, least, European markets appear 
growing fast enough absorb the increas- 
ing supply goods. There are signs, how- 
ever, that competitive pricing may 
the increase many European countries. 
Paradoxically, this purported lack exec- 
utive interest pricing can rationalized 
either evidence rigorous competition 
evidence some form monopolistic 
power collusion among competitors. Under 
highly competitive conditions, the entrepre- 
neur has little choice the price may 
charge sell his goods. His crucial 
decisions are cost decisions rather than price 
decisions. Likewise, under conditions mo- 
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nopoly collusion the cooperating firms will 
usually pay little attention prices once 
they are set. The tendency for such prices 
remain stable until fresh circumstances 
warrant reappraisal. industry domi- 
nated few large firms selling fairly 
similar products, prices tend uniform 
and stable even though there collusion 
among competitors. Each firm soon realizes 
that price cuts will promptly met com- 
petitors, and that all stand lose unless 
the demand and/or cost situation the in- 
dustry unusual. 

Most firms have some—but not unlimited 
—discretion the prices that they can 
charge. However, primarily because few 
firms apparently have considerable 
range discretion over their prices, con- 
troversy has arisen over whether business- 
men should consider social objectives well 
profit objectives setting their manage- 
ment policies. 

Writers who argue that businessmen must 
assume more social responsibility reason that 
the firms with the discretionary power over 
prices must exercise restraint inequit- 
able allocation national resources 
avoided. Some critics this social responsi- 
bility thesis assert the over-all effectiveness 
competition and deny the existence 
substantial discretionary economic power. 
Other critics make the alternative argument 
that some monopolistic 
power essential encourage investment 
and innovations. The innovation process, 
rather than price competition, viewed 
the real mainspring lower prices and 
better goods consumers. 

Still other critics the social responsi- 
bility thesis argue that the free enterprise 
system cannot function efficiently unless 
are effective competitive market checks 
the extent private economic power that 
might wielded entrepreneurs. These 
critics reason that substantial discretionary 
economic power must curtailed either 
through vigorous antitrust action designed 
invigorate competitive forces through 
various forms government surveillance 


regulation. These critics tend mis- 
trust various social concepts that portray 
business managers “trustees” the pub- 
lic interest. They particularly dislike the 
“baronial” noblesse oblige aspects these 
concepts. 


CONCEPTUAL APPROACHES 
Cost-Oriented Approach 


has been suggested that there are three 
basic approaches discussion 
these approaches serves demonstrate 
some the complexities involved. Various 
studies indicate that cost-oriented pricing 
practices find widespread use both the 
manufacturing and the marketing sectors 
industry. Typically, forecast sales 
made, followed estimate total 
unit cost some standard expected 
operating rate. this basic cost figure 
added percentage markup profit. 
will noted the outset that this method 
involves circularity reasoning. esti- 
mating the standard operating rate, esti- 
mate price must used; the operating 
rate selected sets the costs, which, turn, 
establish the price. 


Economists’ Approach 

Cost-plus pricing practices are criticized 
economists many grounds. Under condi- 
tions competition, economic theory pre- 
dicts that unit prices will tend, the long 
run, equal total average unit costs 
(including normal profit). But neces- 
sary relationship exists between price and 
costs either the short run market 
(inventory) period. 

good part the criticism cost-plus 
pricing directed against accounting prac- 
tices. Economists argue that the accounting 
costs utilized cost-plus pricing are theo- 
retically and factually unsound. Accounting 
costs not allow for many implicit op- 
portunity costs and not properly handle 
such items depreciation reserves, divi- 


discussion elaboration some ideas presented 
Professor Alfred Oxenfeldt Columbia. 
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dends preferred stock, and capital gains 
and losses. More important, the economists 
argue that accounting costs involve the use 
historical averages, while current pricing 
decisions should based present alter- 
native-use values and marginal analysis. For 
pricing, the manager should compute the 
added cost for the last unit (or batch 
units) produced, and the price should 
set where the added cost will equal 
the added revenue generated. some situa- 
tions, this marginal cost may exceed the 
average cost computed the accountant 
—in others, may less. 

addition, the economists charge that 
accounting costs frequently include irrele- 
vant “sunk” costs and that pure cost-plus 
pricing does not give due regard condi- 
tions demand. was stated previously, 
profits are maximized, the price must 
set the point where the marginal costs 
producing and selling just equal marginal 
revenue generated. While theoretically sound, 
the marginal approach pricing offers many 
practical difficulties. This particularly true 
for the typical multiproduct firms. ex- 
tremely difficult estimate the marginal 
costs for specific products under such cir- 
cumstances. Various studies indicate that 
businessmen not think marginal terms 
when setting prices. 

Perhaps the major contributions the 
economist pricing practice have been the 
area demand analysis. Various concepts 
elasticity and cross-elasticity demand 
have been significant value marketing 
research and practical decision-making. 
Even highly simplified linear demand- 
schedule concept helps clarify thinking 
the relevant factors that may determine 
the slope (elasticity) and position (magni- 
tude) the demand for firm’s products. 

More sophisticated demand 
volving game theory, and additional elements 
realism are the process development. 
The ultimate success approaches this 
type will hinge the degree which the 
key considerations affecting pricing decisions 
can quantified. 
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Marketing Managers’ Approach 


The marketing manager should recognize 
that the theoretical arguments the econo- 
mists—granted their premises—are sound. 
the same time, the marketing manager 
should recognize that many, not most, 
real-life situations the premises are unreal- 
istic and that, all marketing decisions, 
pricing decisions are the ones most often 
involved with problems that concern delicate 
and unpredictable human relations. should 
recognized that, topic for study, 
pricing should handled the behavioral 
sciences. 


Consider for moment the parties having 
more less direct interest the pricing 
policies firm. First, within the firm, 
the price set usually represents compro- 
mise. The finance department recommends 
one price, the marketing department another. 
The actual price nearly always result 
interplay power politics within the 
firm. 

Second, customers play important part 
price decision. How will they react 
various prices? Huge sums money have 
been spent researching customer motiva- 
tions and attitudes regard advertising, 
packaging, and promotion; but amazingly 
little has been done regard the psy- 
chology alternative pricing policies and 
strategies. 

Third, middlemen are parties directly af- 
fected pricing decisions. The price that 
might maximize profits for the firm might 
cause huge losses money and morale 
among dealers and distributors. Computing 
the long-run costs under such circumstances 
frequently involves type 
political theory games situation. 

Fourth, the reaction competitors 
often the crucial consideration imposing 
practical limitations pricing alternatives. 
Winning your competitor’s customers with 
salesmanship superior products one 
thing; attempting win his customers with 
price cuts quite another. 

Fifth, potential competitors well 
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present competitors must considered 
setting prices. One writer? has suggested the 
following considerations for the purpose 
setting price with potential competition: 


How easy and cheap get into the busi- 
ness, that is, the height and importance bar- 
riers entry 

How much potential competitors know about 
the profitability the present producers the 
product 


Whether product acceptance has developed 
the point where the maturing into 
“commodity” 


Whether the other aspects merchandising 
competition make the producer easy mark 
for invasion 


Whether the buyers are numerous, highly con- 
centrated, and technically well informed 


The demands the firm’s suppliers (including 
suppliers labor) are frequently influenced 
the prices set the firm. 


addition, the government must con- 
sidered party particularly interested 
pricing. doubtful that some our larger 
firms would hailed before the antitrust 
authorities they were adhere strictly 
the marginal cost optimum price policies 
advocated economists. 

The foregoing gives some indication 
why relatively simple concept like the 
marginal pricing concept suggested econo- 
mists can more than starting point 
for setting prices. How then can the market- 
ing manager set prices? The answer seems 
that may have use all the 
concepts discussed plus those that can 
develop which may have special significance 
for his particular situation. 

Professor Oxenfeldt has suggested multi- 
stage approach pricing designed nar- 
row the range alternative prices each 
successive The stages are follows: 
selecting marketing targets; choosing 
brand composing marketing mix; 


Dean, Fiske and Beckett, eds., 
Accountants’ Handbook (New York: Prentice-Hall, Inc., 
1954), 608. 


Harvard Business Review (July-Aug., 1960), 


selecting pricing policy; determining 
pricing strategy; and arriving specific 
price. 

observed that these steps call for con- 
siderably more information than that nor- 
mally utilized economists. Markets, for 
example, are not viewed homogeneous 
masses people but specific individuals 
peer groups, which should identified 
and served particular While 
brand “image” part reflection price, 
simple price-quantity sold relationship 
assumed. 

summary, the marketing manager un- 
derstands that the selection 
policy involves consideration the interest 
all the parties previously identified and 
may involve setting price process 
eliminating alternatives. properly views 
pricing only one element his marketing 
mix and utilizes market research not only 
set prices, but also means keeping 
past policies under periodic review. 

The atomic age portends tremendous gains 
productivity and increasing variety 
competing goods and services. There are 
also signs that international and domestic 
barriers free competition may breaking 
down. Education, advertising, and increasing 
amounts discretionary spending power 
will mean better-informed and more selective 
consumers. seems reasonable assume 
that there will gradual reduction 
the amplitude and duration the cyclical 
swings that have periodically afflicted in- 
dustrial nations. public policy based 
free competition has the best chance for sur- 
vival environment steady economic 
growth. 

All these factors indicate that pricing 
may become increasingly important ele- 
ment the marketing mix. the world 
tomorrow, increased competition may de- 
crease the range discretion pricing, 
but the opportunities for error will still 
remain. 


Howard, Marketing Management (Homewood: Richard 
Irwin, 1957), 92. 
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SUMMARY 


ROBERT HOLLOWAY AND 
JAMES PATTERSON 


THE CONCEPTS marketing management 
know them are germane interna- 
tional marketing they are domestic 
marketing. either case, decisions have 
taken with respect organization, pric- 
ing, distribution, product, and promotion. 
Market targets have identified and 
measured. Forecasts have developed 
and quotas set. Sales personnel have 
recruited, trained, motivated, and appraised. 
“super” job-descriptions would find that 
the domestic marketing manager and the 
international marketing manager have 
great deal common. the other hand, 
would mistake consider the jobs 
identical. Many firms just this. 


EXPORT MARKETING 


because they feel that international markets 
are not worth the bother because they 
believe the differences negligible, they 
confine their creative analysis 
marketing thinking domestic problems 
and “dump” the results—be they products, 
advertising campaigns, new marketing 
strategies policies—into the international 
operation the hope that some sort 
can made. 

the briefest survey the literature 
suggests, academic attention this area 
equally inadequate. Even the course offerings 
are either warmed-over versions 
tional marketing management offerings 
pedestrian treatments the mechanics 
export procedure. best, they are sophis- 
ticated check lists Items Con- 
sider Selling worst, they 
list the steps for looking foreign freight 
forwarder the “yellow pages.” anything, 
the practitioners are ahead the academi- 


EXPORT MARKETING 


cians. Neither practice nor theory, however, 
has even begun sense the dimensions 
the problems and opportunities interna- 
tional marketing management. 


move closer Wendell Willkie’s 
concept, perhaps appropri- 
ate hope that will begin see 
increasing interest evolution inter- 
national marketing thought practice 
such have seen the domestic level. 
The requirements Western political and 
economic cohesion the face extended 
cold war underscore the importance closer 
marketing ties. Improved communications, 
the development various kinds common 
markets, and the breaking down the 
language barrier and cultural differences, 
well the nascent spirit international 
cooperation, all provide new opportunities 
for the development mutually profitable 
international markets much enlarged 
scale. The principal bottleneck the primi- 
tive state international marketing thought. 
Clearly, much needs done. 


start this direction, the partici- 
pants the First International Seminar 
Marketing Management spent some time dis- 
cussing marketing management applies 
the international sphere. The informal 
discussion covered variety topics relat- 
ing this field. 


COMPANY ATTITUDE 
insufficient state simply that each 
firm should develop and make known its 
philosophy toward the export market. Many 
would argue that companies dabble ex- 
porting and that they should instead stake 
out real claim. Ralph Cordiner 
General Electric Company has stated, “The 
timid, half-hearted commitment will never 
become significant source 
Others might point out that such commit- 


Cordiner, Strategy for International Busi 
speech before World Trade Dinner, New York City, Nov. 
16, 1960, p. 3. 


ment can come only after good deal 
experience the foreign market. 


Though company attitude may not 
written out, may apparent all con- 
cerned that the company does fact place 
good deal emphasis its international 
operations. Probably the Europeans are less 
aware the need for such policy; many 
are exporting neighboring countries al- 
most ship from one state another 
or, more appropriately, ship Canada 
and Mexico. Nevertheless, most firms would 
undoubtedly benefit from careful appraisal 
their positions international operations 
and from the development company 
policy that would pursue the goals set forth 
management. 


DECISION EXPORT 


was recognized that not every company 
belongs the export business. One partic- 
ipant cited small firm Indiana 
example this point: This firm was busily 
engaged exporting while large unex- 
ploited local market existed for its product. 
The many advantages operating local 
market would seem suggest that domestic 
opportunities examined first. Several years 
ago, large U.S. construction firm hired 
research organization examine the do- 
mestic market; this decision came after many 
foreign contracting work. 

clear that not every product has 
equal chance being successful the inter- 
national market place. Any firm should lead 
from strength, and follows that the deci- 
sion export particular product should 
made with the same care that domestic 
decision receives. 


RESEARCHING THE PRODUCT 


The participants the seminar made 
number observations about marketing re- 
search international marketing. First 
all, apparent that sources information 
are well known. Demographic data, for ex- 
ample, are used most the researchers. 
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United Nations material also well received 
those exporting. was, course, 
agreed that high-quality marketing research 
essential firm’s successful entry into 
overseas markets.” 

One fact about research has been proved: 
that marketing research does not always 
indicate, some fear, that the market 
too small enter. One example was given 
U.S. food product that was received most 
unenthusiastically the firm’s overseas 
managers. Research indicated, however, that 
the product the United States and that 
this class was sizable the countries under 
consideration. The home office, 
dictated the foreign marketing program. The 
results, moreover, have been most satisfying. 

Some the weaknesses research were 
pointed out. Most the participants agreed 
that basic statistics are not adequate; often 
the trouble lies with the way which the 
data are broken down while, other cases, 
there lack data any kind. The selec- 
tion test markets bothered several firms. 
The lack experience combined with the 
lack data makes test marketing rather 
hazardous procedure. 

was agreed that the greatest single 
weakness research data was the con- 
sumer level. Certain statistics income, 
population, and residence may available 
but information brand loyalty, buying 
habits, motivation, and forth missing. 
This kind research costly for the medi- 
um-sized small firms and, result, there 
serious lack this generai area. 

Two participants the seminar pointed 
out that their governments (Portugal and 
conducted marketing research 
the request the individual firm. Research 
results would given the firm requesting 
them before being released the industry 
Reasonable satisfaction with this 
device for encouraging foreign trade was ex- 


R t No. 53; New York: American Management Association, 
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pressed those who had used the service. 
There are, course, conditions that would 
preclude firm from requesting the aid—for 
example, those cases involving the collection 
confidential material. 


ADAPTING THE PRODUCT 


Many firms have ignored the obvious fact 
that domestic product may have 
foreign markets. Sometimes these adapta- 
tions are minor, but other times firm 
finds itself specifically designing product 
for the export trade. number examples 
were given where adaptation foreign 
market was necessary. Shoes from Ireland 
had modified before they could gain 
U.S. acceptance. health product 
substitute citrus flavor for butterscotch 
flavor Great Britain. engine manufac- 
turer built special small-sized model for the 
Latin American market. 


Adaptation comes various times the 
marketing cycle. one extreme, comes 
only after unsuccessful attempts market 
the standard product foreign market. 
Actual trial indicates the need for modi- 
fied product. some instances, adaptation 
comes after the results 
search (including test marketing) suggest 
that change will necessary order 
gain consumer acceptance. the other ex- 
treme, the exporting company designs the 
product with the international markets 
mind. While the third system may ideal 
from the standpoint the marketing con- 
cept, not the common method. Perhaps, 
firms become more international con- 
scious, they will think terms the for- 
eign markets before they work their 
designs. 


PROMOTION 


The purpose promotion abroad is, 
course, about the same promotion domes- 
tically. Very little was offered this topic 
except for the usual cautions about language 


EXPORT MARKETING 


differences and the necessity understand- 
ing the market. Obviously, media differences 
and limitations are also critical here. 


PRICING 


Lack time prevented thorough discus- 
sion pricing the product international 
differences standards living, which play 
important part foreign trade. buy, 
people must have money. One nation de- 
cidedly different from another this re- 
spect, the exporting company must have 
good idea income levels and distribu- 
tions income within the potential import- 
ing countries. The exporting firm can handle 
the pricing decision, can permit the dis- 
tributors the product price the product 
for him. This determined partly the 
choice organization; for example, in- 
tegrated international marketing company 
would have more control over prices than 
firm that exports through middlemen both 
countries. 


Also one cautioned not assume that 
the price elasticities products are similar 
different countries. Clearly, mass markets 
not exist for many products the low- 
income countries. Hence, the blind applica- 
tion domestic pricing strategy, which 
was designed develop mass market, may 
many international markets, price decrease 
would have little impact consumption. 


MARKET AREA 
Several persons gave examples suggesting 
that international markets should de- 
veloped few time. one case, the firm 
plans have sixty-seven foreign markets 
June, 1961, although the present time 
there are only forty-eight. One market 
one group markets developed time, 
which amounts “feeling the way.” For 
number concerns, the European market 
considered one market decision. For 


others, the Common Market countries might 
considered one market decision. 

The decision enter given market 
should depend upon marketing research and 
upon the judgment those close hand. 
Again the decision rests partly upon the kind 
organization and the kind control the 
exporting company has over its foreign op- 
erations. The probable acceptance the 
marketing program, including channels, 
promotion, and forth. 


ORGANIZATION 


The seminar participants placed 
deal emphasis organizational matters. 
the first place, the firm that decides 
export has number alternatives far 
organization There are 
various ways organize the domestic firm; 
they range from the separate international 
company down the company that handles 
exports through its regular sales division. 
Middlemen can used either the export- 


ing country the importing country, 
both. 


Plants may built abroad some in- 
stances. Licensing arrangements may 
worked out other cases. Distributors 
might signed on, partnership ar- 
rangement could worked out with in- 
digenous firm. set rule can given. The 
decision must depend upon the company’s 
capabilities, the product, the importing 
country’s marketing structure, and other fac- 
tors. became clear that company may 
use several systems for the same product. 
Many the marketing decisions that have 
made are closely associated with the 
choice organization home and abroad. 

part the organizational qnestion, 
the matter personnel was discussed. Opin- 


%An analysis the organizations thirty companies involved 
international has been prepared the American 
Management Association. See Alexander Stanley, Organizing 
for International Operations (Research Study No. 41; New 


York: American Management Association, 1960). 
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ions were expressed concerning the advis- 
ability using nationals many manage- 
ment positions possible. Some persons in- 
dicated that this was desirable some 
countries but impossible others. Un- 
doubtedly, this firm had reflected the 
differences between marketing systems (and 
marketing people) the various countries. 
Robert Sproul, Jr. recently concluded that 
financing and local know-how are the two 
most compelling reasons for using local part- 
Also, acceptance the foreign firm 
may greater when nationals are used. 
Perhaps there another aspect this 
problem that deserves mention. The firm lo- 
cated advanced industrial society has 
certain social obligations the country 
which exporting. this nation rela- 
tively undeveloped nation, the exporting firm 
can render real service developing mar- 


keting managers those economies. 


FIRM must aware many other consid- 
erations going successfully develop 
international markets. The attitudes the 
governments concerned can encourage dis- 
courage the venture. are many legal 
aspects that have examined thoroughly 
prior licensing, franchising, reporting 
profit and transferring assets. There 
the matter institutional arrangements 
within the potential markets. Firms, includ- 
ing manufacturers well marketing or- 
ganizations, vary size and capabilities 
from country country. 
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Participants did not seem feel that mar- 
keting management international opera- 
tions differed basically from marketing man- 
agement domestic operations, but they 
were very much aware the need apply 
the best principles management when en- 
tering the international marketing arena. 
essential understand each new market 
and adapt specifically it. important, 
too, maintain flexibility the marketing 
decisions that must made. The meaning 
different standards living, different 
brand preferences, different 
havior, and different business practices must 
appreciated. Then, satisfactory working 
relationships with the other departments 
the firm must worked out, that the 
production department, for example, does 
not make too many the international mar- 
keting decisions. Finally, there pressing 
need for accurate information and for qual- 
ity marketing decisions made the basis 
this information and terms carefully 
defined standards. 


Failures international marketing not 
occur because marketing management prin- 
ciples not apply, but rather because the 
principles have not been specifically adapted 
the international scene. Success stories al- 
ways reflect good marketing management 
the international level. 


*Robert Sproul, Jr., Profitable Partnerships 
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INDUSTRIAL MARKETING 


THE TECHNOLOGICAL REVOLUTION 
AND INDUSTRIAL MARKETING 


Ross CUNNINGHAM 


INDUSTRIAL marketing embraces the whole 
range products and services sold indus- 
trial, institutional, and goverment users, and 
involves estimated $175 billion annually. 
Several unique characteristics set apart 
from consumer marketing. First, trained 
specialists, members skilled purchasing 
unit, purchase equipment, materials, and 
supplies for their companies. Purchasing de- 
partments have authority over the purchase 
standard types products and represent 
important element and coordinating in- 
fluence the purchase nonstandard 
items. Rational motives rule far greater 
extent than consumer purchases. 

second distinguishing characteristic 


the influence groups other than the pur- 
chasing department. Production, research 
and development, general management, sales, 
and other groups often have voice the 
purchase particular products. This means 
that the seller must not only know what 
groups are involved but must able com- 
municate with them language that they 
will understand. 

Third, the precise adjustment product 
characteristics buyers’ needs prevails 
the industrial market extent not found 
the consumer market. Needs buyers 
even the same industry are not identical, 
and heterogeneity rather than homogeneity 
prevails. the fourth place, many indus- 
trial products have highly technical nature, 
and skilled technical service needed before, 
during, and after sale. some extent, this 
can provided the sales force the sel- 
ler, supplemented specialists call from 
the regional home office. 
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Fifth, far greater degree market seg- 
mentation exists the industrial market 
than most consumer markets. This leads 
great complexity planning sales and ad- 
vertising efforts, and continuous pres- 
sure marketing costs. Finally, demand for 
industrial products derived from the de- 
mand for the products manufactured cus- 
tomers. For example, sale steel auto- 
mobile producers depends upon the rate 
stances, the product may industrial 
good, but the same dependence upon its pro- 
duction and sale prevails. 

These various differences generate spec- 
trum marketing strategies that varies sig- 
nificantly from that found consumer mar- 
keting. 


TECHNOLOGICAL REVOLUTION 


Underlying the whole technological revolu- 
tion, which has been process during the 
past ten fifteen years, are large expendi- 
tures for research and development. 
though difficult get current actual 
figures, the National Science Foundation pro- 
jected combined research expenditure 
business and government $12.4 billion for 
the fiscal year 1959-60, more than double 
the total amount $5.1 billion six years 
earlier Over this six-year period, 
about per cent the funds used for re- 
search were expended industry, per 
cent government, and per cent uni- 
versities. might expected, government 
agencies were the most important source 
funds, contributing per cent 1957-58. 
However, that year industry invested out 
its own funds per cent the total 
amount, $3.6 billion, increase per 
cent over its investment 1953-54. 

reasonable suppose that these in- 
vestments research and development, al- 
ready substantial, will increase the years 
ahead. More and more new products and 
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processes with increased rates change and 
obsolescence will result -from this activity. 
Coupled with this will increased technical 
content the manufacture, sale, and appli- 
cations these products. 

Mechanization and automation produc- 
tion increasing rapidly. This action 
prompted the desire improve competi- 
tive position, not only related United 
States competition, but also competition 
from foreign producers. There have been 
vast improvements computers and other 
data processing equipment and methods that 
permit extremely comprehensive and up-to- 
the-minute information flow all aspects 
business operations. 

Finally, better tools for management de- 
cision-making, based both upon the physical 
sciences and the social sciences, are becom- 
ing increasingly available. Mathematical and 
statistical techniques have proved very pow- 
erful decision aids when properly applied. 
There growing tendency consider 
parts the operation business and, 
times, the entire business operating 
system. This has yielded important benefits 
especially the transportation and inven- 
tory control areas. Some work this nature 
has also been undertaken the fields 
selling and advertising. 

Fundamental research being undertaken 
MIT and elsewhere the development 
complex dynamic models that can simulate 
business systems when run 
Such models offer better understanding 
business and marketing systems, and even- 
tually may developed the point which 
experimentation can take place the model 
rather than the market. The marketing 
group MIT has been engaged for the 
past two and one-half years program 
research using dynamic models for market- 
ing systems.* This research program has 


Forrester, “Industrial Dynamics, Major Break-Through 
for Harvard Business Review, XXXVI (July- 
Aug., 1958), 37-66. 

Amstutz and Gerald Tallman, Simula- 
tion Applied Marketing Keys Profits the 
American Marketing 1960 (Proceedings 
the 42nd National Conference), pp. 78-95. 
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been helpful developing unusually re- 
alistic marketing game that being tested 
teaching device during the current 


IMPACT MARKETING 


With more and more new products and pro- 
cesses becoming available, and many them 
having higher technical content, competi- 
tion will grow steadily keener, especially 
cases where the same function may per- 
formed several different types prod- 
ucts. There will increasing need the 
part customers and prospects for techni- 
cal knowledge concerning products and their 
applications. Taken together, these factors 
will require definite increase specializa- 
tion marketing efforts products and/or 
markets for the industrial sales force, ad- 
vertising and sales promotion, and types 
distributors. Such specialization, although 
needed more effective marketing job, 
will accompanied higher costs, because 
fewer product lines can handled per unit 
personnel. Increases sales volume may 
provide temporary escape some situa- 
tions, but management will have institute 
tighter cost controls. 

The increased complexity and faster pace 
industrial marketing will require better 
marketing intelligence systems. Conceptually, 
these must heavily oriented the future 
because the long lead times product 
and market development. Assessment 
technical trends generally and the tech- 
nical capacities present and future com- 
petitors will extreme importance. 
Marketing research departments have con- 
tributed much industrial marketing, but 
they will have take broader portfolio 
and sharpen their skills they are dis- 
charge their true 


King, William Massy, Arnold Amstutz, and 
Gerald Tallman, Marketing Game,” Marketing: 
Maturing Discipline, American Marketing Association (Proceed- 
ings the Winter Conference), St. Louis, 1960. 


5For interesting discussion the marketing information 

problem, see Marion Harper, Jr., New Profession Aid 
Marketing Management,” Journal Marketing, 
1961), 1-6. 


Marketing planning will emerge 
means which management will able 
cope with increased complexity and ensure 
the integration marketing with the total 
operations the business. The growing ac- 
ceptance marketing planning activity 
also based the recognition that planning 
must built into the organization structure 
pressures day-to-day crises. Such plan- 
ning will better than the facts 
which founded; therefore, the market- 
ing intelligence function must high 
quality. 

Increased mechanization and automation 
require industrial marketing 
maintain tight quality control order 
meet the narrower specification tolerances 
usually found automated plants. Mar- 
keting must have more intimate knowledge 
customer needs and the flexibility 
product variation and production meet 
these special needs. There must tight con- 
trol over the production and physical distri- 
bution systems order provide the exact 
products ordered the times and the 
quantities specified. The supplier 
come, effect, part the total system 
the customer, and the failure meet sched- 
ules can extremely serious. 

Companies with automated plants are 
affected specific ways. Their higher capi- 
tal investments equipment 
mean that forecasts demand must 
accurate possible avoid serious miscal- 
culations. Second, automation can provide 
low unit cost, provided product variation 
limited and runs are substantial quantity. 
These conditions are directly contradictory 
the concept more market segmentation 
and more heterogeneity demand. Thus, 
seems certain that heavily automated com- 
panies will seeking much flexibility 
possible within the constraints automa- 
tion, they are not disadvantage 
supplying industrial market that 
asking for more rather than less product 
variation 

Since the technological revolution world 
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wide scope, U.S. companies are operating 
more and more world market, con- 
trast the former dichotomy domestic 
sales versus export sales. This world-mar- 
ket point view coming pervade the 
marketing thinking better-managed com- 
panies. relates not only questions 
what markets will developed and what 
speeds, but such matters location 
production and warehouse facilities through- 
out the world. 

The use mathematical statistical 
methods has already had profound effect 
the transportation and inventory manage- 
ment policies progressive companies. 
Companies that not 
efforts streamline their physical distribu- 
tion operation are going find themselves 
increasingly unfavorable competitive 
Alert managements are also show- 
ing more and more interest applying these 
newer types management decision aids 
advertising, sales, and other aspects the 
marketing program. Some the larger com- 
panies are undertaking research funda- 
mental character involving carefully de- 
signed experiments varying the amount 

Finally, more and more industrial mar- 
keters are recognizing the vital necessity 
becoming truly customer oriented. Although 
the so-called marketing concept has attracted 
attention the business press and has been 
adopted many companies, its full imple- 
mentation requires favorable climate pro- 
vided top executives who provide the 
leadership, drive, and encouragement need- 
tvpe operation, has been recognized 
that truly effective marketing strategy goes 
beyond the immediate customer and assures 
that the product performs its ultimate 


teresting discussion distribution problems and op- 
see John Magee, “The Logistics Distribution,” 
Review, XXXVIII (July-Aug., 1960), 89-101. 


New Need to Prove Ads Sell,” Printers’ Ink, CCLXXIV 
(Fel 24, 1961), 24-27. This article reports that duPont 


undertaking such research program with industrial products. 
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use the best possible manner. There are 
opportunities for communication with cus- 
tomers’ customers influence them favor- 
ably behalf the supplier’s product. 
also being recognized that familiarity with 
the problems marketing ultimate con- 
sumers can strong sales aid when deal- 
ing with customers who 
manufacturing consumer goods. 


THESE IMPACTS the technological revolu- 
tion pose complex but exhilarating chal- 
lenges industrial marketing managers. 
The profitable companies will those who 
most successfully interpret and plan for the 
future all important aspects marketing 
operations. 


INDUSTRIAL MARKETING PLANNING 


ARTHUR TACY 


standing practitioners and students in- 
dustrial marketing, should the agenda in- 
clude discussion marketing planning? 
there implication that, the perform- 
ance our marketing job, are engaged 
quixotic flailing about without purpose 
plan? submit that this not the case; 
but hasten point out that more failures 
industrial marketing can probably at- 
tributed bad planning than incompe- 
tence carrying out the day-to-day sub- 
functions marketing—including market- 
ing research, product planning, advertising 
and sales promotion, marketing administra- 
tion, sales, marketing personnel develop- 
ment, and product service. matter 
fact, objective appraisal might show that 
some companies’ successes are the result not 
divine vision their part but bad 
planning their competitors. 


the following discussion, will ex- 
plore the vast opportunities planning for 
more effective participation 
markets. And explore, must remem- 
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ber that marketing planning will little 
more than interesting intellectual exer- 
cise unless leads risk taking and 
the commitment specific resources for 
achievement specific beneficial results. 


PLANNING RESPONSIBILITY 


the preceding article, the author has de- 
fined succinctly the scope industrial mar- 
keting see and has described the 
dynamic changes taking place, largely 
consequence unprecedented technological 
Sumner Slichter described 
research and development industry 
discovery, whose knowledge and 
growth limited only the supply 
skilled personnel.” 

the marketing businesses 
selling industry, these trends spell oppor- 
tunities abundant that one might ask why 
marketing important even 
necessary. The answer that the accelera- 
ting changes our markets con- 
note not only opportunity but concurrent 
accelerating complexity relationships with 
customers, distributors, suppliers, 
public. the face this growing complex- 
ity, industrial marketing cannot remain com- 
prehensible, let alone manageable, unless 
are able simplify our marketing processes 
balance the complexity our markets and 
marketing relationships. for 
planning. 

The need for better marketing planning 
has become urgent consequence the 
unprecedented high cost bad guesses 
management. There used many situa- 
tions which alert industrial marketer 
could discern conceive opportunity, 
move fast with little risk, and, the idea 
turned sour, get out equally fast with 
nearly whole skin. Today, the time 
tween innovation and achievement 
stantial market penetration commonly two 
three years, and the case complex 
may five ten years. This means 
that large expenditures for research and de- 
velopment must made long before profits 


accrue from sales. wrong guess concerning 
the potentialities the innovations could 
suicidal, not only because the financial 
loss but because the facilities and skills com- 
mitted the project are “frozen” (unavail- 
able for other more promising ventures). An- 
other reason for the high cost bad guesses 
the increasing ratio capital investment 
sales. Spurred mounting labor costs 
and buyer’s market, manufacturers are in- 
vesting heavily equipment for automation 
their plants processes. Justification 
for these investments based largely the 
forecasts sales. plans for achievement 
these forecasts are improperly conceived, 
the validity the investment 
jeopardized. 


The nature and scope the marketing 
plan and the responsibility the marketing 
manager for its development and implemen- 
tation will, course, depend the char- 
acteristics and organization the individual 
business. The American Marketing Associa- 
tion defines marketing planning “the 
work setting objectives for marketing 
activity and determining and scheduling 
the steps necessary achieve such objec- 
astonishing how many so-called 
marketing plans fail meet this definition. 
They describe the goal destination, but 
not tell when shall get there, the course 
shall follow, where shall each 
interval time, the means 
the roadblocks avoided elimi- 
nated, the resources that must 
vided ensure completion the journey 
schedule. 


The marketing manager responsible, 
course, for the establishment and implemen- 
tation the marketing plan. Perhaps more 
important, most firms selling industry 
today, must take leading part—if not 
the leading part—in the determination 
the over-all business plan which the mar- 
keting plan based and with which must 
integrated. More and more, such firms are 
becoming market oriented. They are dedica- 
ting themselves purposefully serving the 
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changing needs and wants the market 
way that will provide customer values 
equaling exceeding the price asked and 
that will not only enable the purchaser 
with the firm but will make him 
want to. 


PHASE 
APPRAISAL ENVIRONMENT 
Industrial marketers are not entirely free 
agents; they are cogs the economic sys- 
tem. Their opportunities are determined 
largely conditions existing and prospect 
our fast-changing world. Perhaps most 
marketing planners limit their consideration 
the external business environment 
statistical analysis the 
tween sales their product service and 
one combination broad economic in- 
dicators, such gross national product, in- 
dustrial production, electric power output, 
expenditures for producers’ durable equip- 
ment. Such analysis helpful and desira- 
ble, but not enough. even greater 
significance for planning may the changes 
social, political, demographic, and interna- 
tional factors, and the technological changes 
brought about the firm itself, its competi- 
tors, the industries serves. Many 
these changes cannot expressed statisti- 
cally with any precision, and they must 
applied judgment factors. All them, in- 
cluding the economic climate, describe the 
external will 
marketing opportunities 


business 
determine the 
available. 

few examples may illustrate the impor- 
tance these environmental factors. Politi- 
cal forces may extremely significant 
firms selling government government- 
regulated industries, such 
ties, railroads, and airlines. increase 
the minimum wage level could bring de- 
mand for equipment automate, some 
degree, the retail trade and services indus- 
tries. Social, demographic, 
changes can have great impact the mar- 
ket opportunities available firms manu- 
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facturing materials components for con- 
sumer goods, including housing. 


Ability respond and adapt its en- 
vironment requirement for survival 
any organism organization; but some in- 
dustrial enterprises have the ability be- 
mere adaptation their external busi- 
ness environment. They can influence 
change that environment through techno- 
logical advancements and marketing inno- 
vations that will improve their competitive 
climate. 


PHASE 
EVALUATION RESOURCES 


The appraisal the external business en- 
vironment defines the marketing opportun- 
ities available and the obstacles 
blocks impeding progress toward achieve- 
ment objectives. The next step 
ning critical and objective evaluation 
the resources available the firm for mak- 
ing beneficial use the opportunities 
presented. 

Among the resources evaluated are: 

Financial strength support not only 
present operations but permit research, prod- 
uct and market development, growth, and 
integration for greater value added? 

Know-how all business functions 
merely adequate unique signifi- 
areas? How much lead time have 
over competition and for how long can 

intained? How good are our patents 
other proprietary assets? 

Facilities Are manufacturing plants, lab- 
oratories, and sales and distribution facilities 
adequate and suitable for the opportunities 
envisioned, and are they efficient enough 
enable become and stay competitive? 

Materials Through integration relation- 
ships with vendors, are assured 
adequate and dependable supply raw ma- 
terials and components favorable cost? 

Personnel have can obtain 
develop the people needed manage and 
staff the new ventures contemplated? Will 
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incompatibility with present operations com- 
plicate our employee relations? 

Marketing and distribution channels Are 
they adequate and competent for rapid de- 
velopment the markets contemplated? 
Will our reputation and company image 
those markets facilitate impede our suc- 
cess? 

All these questions must examined 
from the viewpoint the purchaser, not 
that the company. There always the 
danger that will overestimate our prod- 
uct leadership and underestimate competi- 
tion, that will underestimate the time re- 
quired for product and market development 
and will overestimate the rate which 
can increase our market share. 


PHASE 


OPPORTUNITIES AND ACTION 


confronted with single “yes no” de- 
cision—for example, cultivate not cul- 
tivate market opportunity. Most businesses 
are diversified are diversifying such 
degree that the current and prospective ex- 
ternal and internal business environments 
disclose variety possible courses ac- 
tion. Resources available are not ordinarily 
adequate for pursuing these alterna- 
tives concurrently, necessary rank 
consistent basis all the market oppor- 
tunities presented, the problems that will 
encountered, and the resources that must 
committed enable the firm achieve its 
marketing objectives. also necessary 
develop criteria for evaluating the benefits 
and risks each alternative. 

Although rational and objective ap- 
proach essential this phase, unlike- 
that the analysis can should reduced 
rigid mathematical formula. Many 
the factors involved cannot measured 
forecast with any degree 
Weighting scaling devices and considered 
value judgments must resorted to. One 


simple approach develop matrix 
this form: 


Opportunities Benefits 


High Medium Low 
Low 
COMMITMENTS 
Medium 
RISKS 
High 


Opportunities benefits (ranging from 
high low) are scaled one axis and com- 
mitments risks (ranging from low 
high) the other. Each alternative course 
action then its appropriate 
position the matrix. Alternatives the 
upper left segment, representing relatively 
high benefits and low risks, are most deserv- 
ing further consideration. Since time it- 
self factor, three-dimensional matrix 
may desirable with time the third axis; 
alternatively, two two-dimensional matrixes 
can constructed, one showing the short- 
range condition year two hence) and 
the other the long-range picture, perhaps 
five years from now. 


PHASE 


ALLOCATION AND TACTICS 


This probably the most critical step the 
planning process because requires choice 
from among the alternatives evaluated the 
previous phase, those business actions that 
represent the optimum balance benefits 
the firm versus resources which must 
committed for their attainment. Its purpose 
not blue-sky portrayal aspirations, 
but down-to-earth plan action, indica- 
ting where the business going, what 
means terms strategy and tactics, and 
what cost money, man power and other 
resources. this point that marketing 
experience and enlightened judgment most 
important. The decisions made must balance 
short- and long-range considerations. 


illustration the types decisions 
required, consider the case material de- 
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veloped for sale industry relatively 
high unit price, limited quantities, and 
for specialized applications where its unique 
characteristics offer substantial customer 
value. Recent market developments and proc- 
ess improvements suggest fundamental 
change strategy. Technological advance- 
ment other materials increasing func- 
tional competition. Process improvements 
promise substantial reduction cost 
large volume can achieved, but large in- 
vestment plant and equipment would 
required. Market studies show high degree 
price elasticity. What do? 

Handled specialty, the material can 
very profitable for several years. The 
existing marketing organization adequate 
and competent serve the limited specialty 
market. the other hand, our marketing 
intelligence indicates that competitors have 
the means matching our process improve- 
ments, but have two three years lead 
time. Eventual transition from specialty 
mass market seems inevitable. 
make the change, should price from cost, 
which will relatively high the early 
period low volume, should “ad- 
vance stimulate market develop- 
ment and establish strong market posi- 
tion? change mass market ap- 
proach, substantial increase the sales 
force will needed. product acceptance 
gained individual markets and appli- 
cations, use distributors agents would 
sales man power for development new 
markets. 

These and many other factors may have 
Unless all significant factors are recognized 
and weighed, possible, not likely, that 
the wrong decision will made. 


PHASE 
INTEGRATING THE PLAN 


obvious that marketing planning can- 
not done vacuum. The relationship 
marketing each the other functions 
the business must kept constantly 
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mind, and the marketing plan must in- 
tegrated meshed with the plans engi- 
neering, manufacturing, finance, and other 
departments and with the over-all business 
plan. 

Without this integration, the management 
would like team football players who 
met huddle and decided unanimously 
common objective—a gain five yards 
the next play. This fine; here clear 
objective and do-or-die determination 
achieve it. The only trouble was that each 
man had different idea the play 
used. The quarterback faded back pass but 
found that the end, who expected wide run, 
was blocking the secondary. The guard, ex- 
pecting trap play, let the defense in, and 
the quarterback was tackled for 10-yard 
loss. This can happen business well 
new improved products marketed 
certain time, engineering and manu- 
facturing must have plans deliver them. 
marketing plans increase sales and 
market position use attractive terms 
financing arrangements, the finance de- 
partment must make certain that the funds 
needed are available. 


Any plan, including the marketing plan 
and other plans for the business, based 
inevitably certain assumptions. Those 
assumptions should stated specifically and 
clearly the plan. time they prove 
invalid, the plan should reviewed and, 
necessary, changed. Paraphrasing Robert 
3urns, can say that best laid plans 
industrial marketers often awry.” 
Most know our sorrow how true 
that is. Accordingly, excellent idea 
include the marketing plan descrip- 
tion routes,” which can and will 
taken certain unforeseen events make 
impossible unwise follow the course 
marketing action laid down. This does 
not mean that you are planning for defeat. 
You are still planning win, but reach 
your objectives different means, which 
are required unforeseen circumstances. 
Among such circumstances may unusual 
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competitive retaliation your marketing 
moves, key strike, fire other casualty, 
technological breakthrough, sudden 
change the international environment. 
You cannot, course, have detailed plan 
cover every eventuality, but you should 
have least one two escape routes 
alternative courses laid out for use case 
extreme emergency. 


MANAGING INDUSTRIAL SALESMEN 


FRANK HANKINS 


Sales Management 


TOP LEVEL POLICY PLANNING 


MARKETING planning major element 
the marketing manager’s responsibility his 
firm, but must also dedicate himself 
the implementation the plan and accept 
accountability for achieving its objectives. 
Only then can marketing planning make its 
contribution that all-important number 
the southeast corner the profit-and-loss 
statement—net income. 


FIGURE 


LINE AND STAFF 
OPERATIONAL PLANNING 


EXECUTION 


THIS APPROACH sales manage- 
ment has been developed out twenty-five 
years working with industrial firms 
helping them get more effective work from 
their sales forces. There are four major steps 
this approach (see Figure 1): top-level 
policy planning, operational planning, organi- 
zation, and administration (execution, and 
review and control). All these steps are 
continuously interrelated the whole proc- 
ess industrial sales management. 


ORGANIZATION 


MOTIVATION-COORDINATION 
ADMINISTRATION 


MOTIVATION-COORDINATION 


REVIEW AND CONTROL 


TOP LEVEL POLICY PLANNING 


Definition: Establishing a framework of policy within which 
the sales objectives of the company may be achieved 


This step refers framework policy 
within which the company’s sales objectives 
may achieved. not going dwell 
this phase; while extremely important 
for every company, the kinds policies that 
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each company develops will depend upon its 
own particular situation. more con- 
cerned that, whatever the policies may be, 
they are arrived consultation using the 
ideas everyone concerned, and that the 
policies are based complete factual infor- 
mation about the customers and prospects, 
and competitors they are related the 
particular company. stands reason that 
the policies developed ought 
precisely and that everyone concerned ought 
know what the policy position is. 


LINE AND STAFF 
OPERATIONAL PLANNING 


Definition: Establishing procedures and objectives in advance 
against which the quality and quantity of work may be 
controlled 


Within the top policy framework, opera- 
tional planning establishes procedures and 
objectives advance, against which the 
quality and quantity work may con- 
trolled. are required analyze the task 
accomplished, set realistic standards 
performance, and then work out 
procedures accomplish the results wanted. 

Analyzing the job begins with thorough 
understanding our market through the 
process market clarification; must lo- 
cate it, measure it, and define it, not 
general way, but account account. oth- 
words, need complete census cus- 
tomers and prospects. When finish, 
ought know the amount and kinds prod- 
ucts both and our competitors are 
selling every account the market 
territory and should able answer the 
next question, many salesmen what 
sales expense need reach the goals 
have set?” would useful create 
yardstick such one clients uses, 
which shows that the $270-to-$300-a-year 
customer worth about three calls year, 
while prospect needs have potential 
about six times that big justify equal 
number calls. the same way, customer 
with $12,500 account would warrant 
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calls per year nearly one per week. 
justify calls, prospect would need 
have potential $75,000. With this kind 
yardstick, can work out the best com- 
tomers get the most effective 960-call 
load for salesman for year. 

Next, can work out routes and specific 
procedures that will conserve travel time and 
increase the actual face-to-face time with 
customers and prospects. When have op- 
erations planned through 
tween the line-and-staff groups, can be- 
gin work the details the organization 
that will needed get the job done. 


ORGANIZATION 


Definition: Setting up the structure of responsibilities and 
normal interrelations 


Organization involves setting the struc- 
ture responsibilities and normal inter- 
relations that will implement the procedures 
reach the objectives quantity and qual- 
ity work necessary. must solve five 
kinds related problems: charting the or- 
ganizations; assigning responsibility; dele- 
gating authority; tracing accountability and 
clarifying the character collaboration. 

Solutions these problems are made pos- 
sible job clarification. Here suggest the 
use what have called the IRAC, which 
requires answers questions answered 
(in each case, need know the condi- 
tions involved) about each job the organ- 
ization structure: 

Initiation. Who starts it? 

Responsibility. Who does it? 

Approval. Who approves it? 

Collaboration. Who helps? 


Now have our operations planned and 
organization set up, which hope will 
help get the sales objectives want 
accomplish within the policy framework 
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established the top level. These plans, pro- 
not work automatically; they require di- 
rection, motivation, and control. This 
administration. 


ADMINISTRATION 
MOTIVATION COORDINATION MOTIVATION COORDINATION 
EXECUTION REVIEW AND CONTROL 


Definition of administration: Meeting planned procedures and 
objectives through guidance and evaluation of activity 


Administration, shall use the word, 
means seeing that the planned proce- 
dures and objectives are met through guid- 
ance and evaluation activity. This in- 
volves two phases parts, execution, and 
review and control. Administration not 
push-button process; requires leadership, 
motivation, and coordination. this point, 
want stress managerial involvement. 
Take the sales manager who says, 
the price book catalogue. There are the 
four counties and territories the South- 
east. Good-by and God bless you.” The one 
who simply gives orders how handle the 
business involved only slightly. 

The sales manager who draws out the con- 
ditions the points sale, possible buyer’s 
reactions, the needs that might uncovered, 
and the skills the salesman might need 
uncover them really becomes involved 
every salesman’s job and can provide the 
guidance and motivation that will help each 
salesman get the most out his territory. 


MOTIVATION COORDINATION 


EXECUTION 


Definition: Directing and carrying forward planned _pro- 
cedures as delegated 


For the sales manager, the “doing” consists 
directing and carrying forward planned 


procedures they have been delegated 
him. This means instructing, guiding, and 
stimulating his sales force. How can 
stimulate encourage salesmen work 
harder and work 


Compensation supposed stimulate 
people work harder; but think 
somewhat overrated. Perhaps fixed and 
variable plan payment could set up, 
that the would cover the necessities 
and provide about two-thirds the total 
the salesman expected earn. This pro- 
vides reasonable control the activities 
the salesmen. The variable part should re- 
flect either the selling difficulty the gross 
profit, that sales pressure can increas- 
harder-to-sell items. This variable part 
the compensation ought paid often 
possible quarterly payment seems 
the average compromise). 


The next step train our salesmen 
work through coaching program 
that will begin with exploration coach- 
ing needs through appraisal the salesman’s 
performance, study relations between 
customers and salesmen, and observation 
the salesman action. There are great 
many ways getting the coaching done. 
few them are the “executive nudge,” out- 
of-office discussions, joint calls, courses, 
books, specialized coaching staff, the prod- 
staff, and outside sales management 
counsel. have two clients who use indus- 
trial psychologists effectively for this pur- 
pose. The whole business instruction and 
guidance, plus practice selling, ought 
evaluated see whether not the teacher 
has really taught. Instruction and guidance 
can also extend the use sales tools that 
lend leverage mere words. 


Many clients seem throw sales 
training out the window, but expect man 
come work and get immediate results. 
Their theory seems “train him, bat 
him around, box his ears peak and then 
knock the peak and get 
salesman—but what cost lost time, 
lost sales, and lost customers! 


127 


» 
4 


COORDINATION 


REVIEW AND CONTROL 


Definition: The determination of whether or not objectives 
have been achieved 


Here determine whether objectives have 
been reached, and whether procedures plan- 
ned with the involvement the sales man- 
ager have been carried out. This involves 
comparison results with objectives form 
the basis for future planning new strat- 
egy. Setting the stage for future planning 
quarterly basis takes the comparison out 
the involvement both the salesman and 
the sales manager. Such comparison al- 
ways raises the question, “Did ask 
enough questions enough people form 
sound basis for future may 
over the guide list the quarterly re- 
view and find that our strategy didn’t work, 
and know more about the account than 
did before, about who thinks what and 
who influences purchases. people are not 
telling least twice week that it’s none 
our business, aren’t asking enough 
questions. However, this the way find 
out why customers buy competitive items, 
and, this point, get back operational 
replanning. 


REPLANNING 


This means reanalyzing our tasks, resetting 
our standards and re-establishing our pro- 
cedures taking new start. this 
reviewing our past performance, checking 
and re-examining our opportunity, and plan- 
ning future action. suggested while ago 
that should avoid critical climate. For 
every customer, should re-examine the 
potential, three years’ past sales product 
groups, the calls made, and the calls planned. 

This forms the foundation for planning 
the next quarter’s strategy considering 
the courses that are open for increasing our 
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share the particular customer’s business. 
What objections must met? What features 
should emphasized? What 
should used? What special business inter- 
ests does the customer have? Can the sales- 
man use support? 

the quarterly review, decisions involv- 
ing both the sales manager and the salesman 
can result changing the call procedure, 
raising lowering the planned calls the 
basis revised forecasts for specific reasons 
with some allowance for the sales manager’s 
judgment. The quarterly review helps the 
salesman reappraise himself and strengthen 
critical atmosphere his basic knowledge 
his job, his performance the point sale 
selling himself, selling the product, and 
his skill handling objections. 

Each quarter, encouraged and given 
help managing his job reviewing his 
work and preplanning, and stimulated 
improve and develop himself better and 
more productive salesman. Regular examina- 
tion will reveal some things about himself, 
about his ability hold established business, 
expand coverage old accounts, pene- 
trate new accounts, and introduce and 
sell new products. The net result more 
productive sales force with the sales manager 
involved all the way. 


TOP-LEVEL management sets framework 
policies, arrived the use facts and 
with the benefit the ideas several 
people. Within this framework 
operational planning and organizing take 
place with continuous involvement the 
sales manager get the planned sales effort 
and expense. the administration the 
sales work the company, the sales man- 
ager still heavily involved uses instruction, 
guidance, and stimulation get his salesmen 
work harder and work 

regular pre-established process re- 
view past performance, with respect 
both goals and procedures, serves 
basis for detailed replanning operations 
for the next period. 
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ORGANIZING FOR MARKETING 


MARKETS: RESEARCH 
PRODUCTION PLANNING 
SALES FORECASTING 
MARKET MEASUREMENTS 
PRODUCT PLANNING AND ADAPTATION 
MARKETING CHANNELS AND INSTITUTIONS 
PROMOTION 
108 PRICING 
EXPORT MARKETING 
117 INDUSTRIAL MARKETING 
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